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CZECHOSLOVAKIA 


Ukrainian Broadcasting Facility Described 
24000115 Bratislava NEDELNA PRAVDA in Slovak 
24 Mar 89 p 5 


[Article by Jan Ivanec: “Presov Speaking”] 


[Text] The building of Czechoslovak Radio’s Ukrainian 
Studio on Bartov Street in Presov still glistens like new. 
It is as though the construction workers had left just 
yesterday, although it has already been 2 years since they 
handed over the studio for use. More precisely, it was on 
24 September 1986 when the ribbon-cutting not only 
opened a building, but, simultaneously, signified the 
fulfillment of the dreams of the employees of the Ukrai- 
nian studio with respect to better working conditions. 
After all, the broadcast studio’s rooms in a former villa 
owned by the Balpatakyov family, where the Ukrainian 
studio had functioned for virtually 4 decades, had long 
since become unsuitable. And so, the address changed, 
but the mission of Czechoslovak Radio’s Ukrainian 
Studio in Presov has not.... 


The history of Ukrainian- and Russian-language broad- 
casting in Czechoslovakia is rich and interesting. On the 
basis of directives issued by the Radiojournal Broadcast- 
ing Corporation, | December 1934 became memorable 
when a program by the Ukrainian editors, entitled 
“Transmissions for Subcarpathian Russia,” was first 
heard from the Kosice studio. The beginnings of these 
transmissions are forever connected with the name of the 
pioneer Ukrainian broadcaster Andrej Rudlovcak, who 
was its first editor and who, until his death in 1977, was 
also the longtime director and editor of the studio. In the 
beginning, Slovak colleagues assisted—the head of the 
literary section of the Kosice studio was Emil Rusko and 
the secretary of this section was Anton Pridavok. Cer- 
tainly, the beginnings of this broadcasting were modest: 
normally, they included concerts and lectures, fre- 
quently, however, they also carried recorded music. 
Broadcasts were virtually live and that is why the young 
studio had to also organize the constant circle of collab- 
orators, capable of presenting a lecture directly into the 
microphone, capable of singing a song or playing a live 
scene. 


Following the Munich betrayal, the Ukrainian Studio 
moved from Kosice to Presov, remained silent for a 
certain time, and did not begin broadcasting short pro- 
grams from Bratislava and Presov until the spring of 
1941. Within the programs generated by Radio Free 
Slovakia in Banska Bystrica, during the Slovak National 
Uprising, there also arose new programs for Ukrainian 
listeners. They were directed by their editor, Michal 
Luhos, who was aided by a student, Irena Kakluginova. 
In the postwar period, Ukrainian radio broadcasts con- 
tinued for some time from Bratislava until, following the 
move to Presov, they first originated there on 21 August 
1948. The first broadcast from Presov at that time was 
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prepared by editor Andrej Rudlovcak and Alexander 
Toth, together with announcer Asja Bobirov-Podman- 
icko. A new era in Ukrainian broadcasting began... 


In the 1970's, the Ukrainian Studio of the Czechoslovak 
Radio in Presov was already fulfilling demanding 
tasks—according to its director, Peter Mudrik—not only 
in the area of information, but also in the sector of 
universally educating the Ukrainian populace in eastern 
Slovakia. Great changes occurred both in the program- 
ming and the organizational structure of the studio. 
There was an influx of new employees, many of whom 
attained their journalistic qualifications outside of their 
employment. Our broadcasts were also enriched by new 
broadcast genres, particularly in programs dealing with 
regional problems. Also, impact on listeners, particularly 
in northeastern Slovakia, increased, something which 
was undoubtedly connected with the increased number 
of radio receivers. In the period from 1975 through 
1980, the number of radios in East Slovakia Kraj rose 
from 172,028 to 230,703. The Ukrainian spoken word 
from Presov reached even to the most remote areas of 
the kraj, populated primarily by ethnic Ukrainians. In 
1970-71, we conducted, for the first time, listening 
research pertaining to programs presented by the Ukrai- 
nian Studio. The study showed that the expanded pro- 
grams of our studios for Saturdays and Sundays were 
heard regularly by 19.3 percent of those questioned and 
that, during the same period, the Bratislava broadcasts 
were heard by 20.1 percent of those questioned. The 
most we!come news, however, was that our program was 
heard mostly by young people. 


Correspondents and collaborators play a significant role 
in regional broadcasting. Consequently, editorial coun- 
cils, whose mission it is to activate reporting activities, 
were organized to be parts of the okres committees of the 
KSS at Stara Lubovna, Svidnik, Bardejov, and 
Humenne—in other words, in okreses having the densest 
concentration of Ukrainian inhabitants. The activities of 
these councils are not formal—something which is 
attested to by the fact that in 1987 the Ukrainian Studio 
received 1,973 letters and 2,260 topical telephone calls 
from reporters. 


The program structure of the Ukrainian Studio of the 
Czechoslovak Radio in Presov presents listeners with a 
broad selection. Currently, the studio broadcasts 11.5 
hours of programming per week, with emphasis on the 
Saturday and Sunday expanded program. On working 
days, programming involves a half-hour news broadcast 
entitled “Radio Newspaper”’ during afternoon broadcast 
hours. In the weekend program, it includes 18 perma- 
nent segments under such headings as “Travels of Com- 
patriots,” “The Village Plays, Sings, and Contemplates,” 
“Greetings for Those Celebrating Jubilees.” All of the 
segments, which are rich in Ukrainian folkloric music, 
enjoy great attention, even among Slovak listeners. 


Programs of the Ukrainian Studio also include several 
long-term and proven segments having an ideological 
and political-educational direction, such as, undoubt- 
edly, the segments entitled “Candid Words,” “We Study 
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and Argue,” or such segments as “On the Highway of 
Friendship” or “From Our Planet.” In a segment enti- 
tled ““My Native Kraj,” its creators address the listeners 
from the viewpoint of educating them toward socialist 
ownership. Young Pioneers are targeted by a segment 
entitled “The Pioneer Viewpoint” and young people 
who are somewhat older have a segment devoted to them 
entitled “For You, For the Young.” No less significant in 
the broadcasts are the literary-dramatic segments with 
such proven programs as “On a Happy Wave” and “Our 
Talents” and others. 


We also enrich our programs in the area of musical 
originality—continues the director of the studio—within 
the framework of which our employees, that is to say, the 
sound technicians and music editors, record local popu- 
lar songs by amateur and professional vocalists and 
music groups, as well as the musical presentations of 
local vocal-instrumental groups. We cannot ignore the 
public recordings which we make during Ukrainian 
folklore festivals at Svidnik, Kamienka, and Medzil- 
aborce and during the reviews of Ukrainian vocal- 
instrumental groups at Stakcin. 


In their improved working conditions, the rooms of the 
new building for the studio provide new opportunities 
for the creation of programs. After moving to the new 
quarters, the collective of the studio is composed of 48 
employees. However, the expansion of broadcasting 
requires more quality. Therefore, the Ukrainian Studio 
of the Czechoslovak Radio in Presov is cooperating not 
only with the other broadcasting studios in Slovakia and 
in the Czech lands within the framework of the national 
system of radio broadcasting, but also with the Regional 
Committee for Television and Broadcasting at 
Uzhgorod in the Transcarpathian Oblast of the Ukrai- 
nian SSR. 


HUNGARY 


Fejti Outlines New Political System’s Framework 
25000127 Budapest PARTELET in Hungarian 
No 2, 1989 pp 3-8 


[Article by Gyorgy Fejti, MSZMP [Hungarian Socialist 
Workers Party] CC (Central Committee) secretary: “The 
Political System’s Reform”’] 


[Text] Hungary is now in a period of intensive legislative 
activity. Parliament has recently enacted laws on the 
freedom of association and freedom of assembly, and it 
will be debating several more bills of similar great 
importance this year. Work on drafting a new Constitu- 
tion is likewise proceeding vigorously. All this is closely 
related to a comprehensive reform of the system of 
political institutions, and to the national party confer- 
ence’s standpoint on this question. 


POLITICAL 


The experience of the past 10-15 years indicates that the 
previous system of institutions—highly centralized in its 
nature—exhausted its inherent reserves to develop fur- 
ther. It proved incapable of improvement on the basis of 
its own logic: the corrective measures over a period of 
years failed to produce any lasting and perceptible 
results. On this basis the national party conference, held 
in May of 1988, came to the conclusion that an essential 
restructuring of the system of institutions was necessary: 
we have to provide an institutional framework such that 
power exercised in the name of the people and on its 
behalf may increasingly become power exercised by the 
people directly. To this end we need to transform the 
functioning of our existing institutions, create new insti- 
tutions, and fit all these institutions into a uniform legal 
framework. 


The most urgent task, in my opinion, is to establish a 
clearer and more distinct division of labor, unambiguous 
spheres of decisionmaking authority and responsibility, 
among the party, government agencies and voluntary 
public organizations. This division of labor must start 
out from the realization that monocentric, essentially 
monopolistic, power mechanisms do not work. There- 
fore we must strive to develop institutional relations that 
are based on the mutual dependence and balance of the 
power structure’s elements. Every element in the system 
of institutions must perform its tasks independently. We 
must eliminate from our political and state practice the 
interchangeability of roles. It is not practicable for orga- 
nizations entrusted with representing society's interests 
to behave as organs of state administration; and for the 
party to interfere in matters over which state organs have 
authority, or to perform interest-representing functions. 
In the spirit of defining tasks and responsibilities unam- 
biguously, we must review also the practice of interlock- 
ing representation in the organizations in question, 
because the multiple linkages that occur here cause a 
confusion of roles that prevents the surfacing of contrast- 
ing views and the assertion of different standpoints. 
Thus it is often impossible to trace where a decision is 
essentially made and who is responsible for it. 


Aievery level of our political life, the party has a decisive 
role in making the division of labor unmabiguous. This 
requires first of all a new approach to the party’s leading 
role. We have to start out from the fact that the party's 
leading role is not a matter of declaring it. Assertion of 
the party’s leading role depends first of all on the 
soundness of the policies that the party is pursuing, and 
on the party’s ability to gain society’s support for its 
efforts. In other words, the party must fight for its 
leading role and earn it time and again, and this leading 
role exists only to the extent that the party implements 
its policies in practice. Emphasis under the present 
conditions has shifted to the indirect instruments of 
political guidance that are based on persuasion and 
personal example. The remnants of administrative, com- 
mand-directed pclitical management must be elimi- 
nated. There must be an end to all unnecessary duplica- 
tion, time-consuming superficial reconciliation, and 
open or disguised forms of interference. 
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The extensive legislative activity does not mean at all 
that we wish to step up the overregulation that society 
encounters at every step in its life. To the contrary, 
rolling back the overregulation of society is now an 
important direction in perfecting the system of political 
institutions. As a generally valid rule, only those living 
organisms and social formations are viable that are able 
to perceive the changing conditions and to flexibly adapt 
and respond to them. Unfortunately, this is not very 
typical of our system of institutions: we are slow in 
responding, act late, and our ability to adapt is limited. 
This is not the result of some “national character” trait 
but stems much more from the logic of our earlier system 
of institutions that prompted us to cry for directives 
from above and for legal regulations whenever we found 
ourselves in an unusual situation, instead of racking our 
brains for an immediate and highly effective solution. 
But life is far more complicated than to allow regulations 
for the solution of every individual problem. Today we 
have regulations for practically everything, and that is 
why there are so many violations. And it follows from 
the logic of things that a significant proportion of the 
violations is never punished. Therefore overregulation 
and disorder are actually siblings. 


The way to change this is to lay down the fundamental 
rules of conduct, and the prohibitions, in unambiguous 
high-level statutory regulations [laws or law decrees]. 
And then the principle must apply that anything not 
prohibited by high-level statutory regulations is permis- 
sible. (Of course, something that is not illegal may still 
offend our moral principles. But this is an entirely 
different matter: We must not confuse the legal norms 
with the ethical ones, although legislation naturally does 
take also moral principles into consideration.) 


But the mentioned principle can apply only if we clearly 
state what is prohibited in all essential matters. And this 
is worth emphasizing because here we frequently 
encounter misunderstandings. In the dabates on the bills 
regulating the freedom of association and the freedom of 
assembly respectively, for example, the view was 
advanced that the setting of restrictions was a retraction, 
an indication of intent to limit democracy. In fact, the 
setting of restrictions is a prerequisite for allowing any 
action that is within the limits of what is prohibited. This 
is how an unambiguous situation can be created, one in 
which neither the individual nor the authorities are able 
to arbitrarily interpret ana violate the law. 


Numerous tasks in the area of institutional regulation 
stem from the need to rethink the state’s role in distri- 
bution. Practice warns us that we must rise above the 
paternalistic approach that has been generally typical of 
the socialist countries, including Hungary. As a result of 
this approach, the state constantly kept undertaking 
more than it was able to afford. And because it wanted to 
honor its pledges, the state found itself in a chronic state 
of distributing too much. Today not only the state 
budget, but also the business community and the indi- 
vidual citizen are feeling the bitter effects of this pater- 
nalistic approach. 


POLITICAL 


The present situation has serious consequences also 
politically: the state’s credibility is often in jeopardy, 
which naturally evokes the citizens’ lack of confidence. 
Moreover, paternalism also encourages passivity: people 
tend to wait for the state to arrange for their well-being 
and “to give them” this or that. In other words, we have 
to revise our thinking about the “welfare state” not only 
because of the paucity of our resources available for 
distribution, but primarily because this type of practice 
does noi make sense. And it would not make sense even 
if the resources to satisfy needs were more ample. The 
permanent disorders, perceptible almost daily, in the 
functioning of the institutions established for this pur- 
pose prove this. 


Thus we have to achieve the point where—as the prime 
minister put it recently in Parliament—the state takes 
less upon itself, but provides withour failure whatever it 
does undertake to provide. Parallel with this, the citi- 
zens’ autonomy must be broadened considerably, and 
they must be given opportunity to arrange their own 
living conditions. The citizens must be allowed to orga- 
nize and engage in activity to this end, including the 
expression of dissatisfaction. | am convinced that we 
have no reason to fear constructive dissatisfaction, the 
purpose of which is to improve the existing conditions. 
Indeed, we must strive to have people transform their 
sense of economic ill-being into dissatisfaction that seeks 
constructive solutions. This would help us considerably 
in uncovering and correcting the functional disorders of 
our institutions. It is definitely good and useful, rather 
than bad, if people complain about anomalies and their 
causes, and if people also do something about their 
complaints. Today we often find that many people are 
spontaneously breaking down and dismantling the walls 
and barriers to sensible action. Institutional regulation is 
necessary not to prevent the dismantling of such barriers, 
but to keep it within its legal channel, and thereby to 
prevent its occurrence in a state of anarchy. 


The reform of our political institutions is creating new 
conditions, a new framework, for the articulation and 
assertion of interests, and the reconciliation of their 
conflicts. Lately we have made great strides toward 
expressing organizationally and openly the segmentation 
of interests within our society. But we have done much 
less for the integration of interests and aspirations, and 
for regulating anew the framework that such integration 
requires. But without this there arises the danger—and 
its signs are already evident these days—-that the efforts 
to assert interests nay assume an anarchistic character. 
The proportions often become distorted: the country 
resounds with the demands of the social group that has 
better access to coverage by the mass media, while the 
no-less-important needs of the “silent majority” are 
relegated undeservedly to the background. 


The representative bodies play an important role in the 
integration of interests, but there must be in place an 
institutional mechanism for the reconciliation of inter- 
ests also outside these bodies. Measures have already 
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been adopied to create such an institutional mechanism 
at the central government's level, but there is need for it 
at the lower levels of government as well. Because what 
we have been witnessing recently would otherwise keep 
recurring: all demands would be addressed directly to the 
state’s highest organs. And if we were to solve all 
demands centrally, then we would come into conflict 
with one of the reform’s essential directions: the broad- 
ening of local autonomy and decentralization. 


Therefore it is desirable that neither the MSZMP nor 
Parliament nor the government take over, from the 
interested parties directly concerned, the right to settle 
disputes and the responsibility to do so. Let any agree- 
ment be the result of direct negotiations between the 
parties. We have to provide the legal prerequisites for 
this (which is the purpose of regulating, among other 
things, the right to strike), but very much depends also 
on the development of political standards. It must be 
admitted that political standards still leave much to be 
desired: there is not enough tolerance and willingness to 
compromise, and the ability to visualize the other side’s 
situation is lacking. It is not uncommon to find individ- 
uals willing to tolerate only their own interests and 
opinions; and anyone who dares to say something differ- 
ent is immediately called everything but honest. Unless 
we change this attitude, our allowing interests to clash 
even within the purest of legal frameworks would neces- 
sarily degenerate into spitefulness, which would not 
benefit anyone. In my opinion, the party’s orienting role 
must manifest itself, by no means last or least, in 
influence exerted in favor of reconciling interests in a 
civilized manner. This is what Communists should 
encourage the disputing parties to do, also by setting a 
personal example. 


The central issue in legislation at present is the drafting 
and enactment of a new Constitution. The question 
often arises whether, in a situation as fluid as the present 
one, it is worth the effort to draft a new Constitution and 
not premature to do so? There is an element of truth in 
this comment, and yet we have to undertake this task. 
For the old Constitution hamstrings us in many respects, 
preventing us from making the changes that practice 
demands. The need to amend the Constitution with 
increasing frequency reflects this. But every such amend- 
ment weakens the Constitution and hampers fulfillment 
of its role as the fundamental source of law. This 
practice, therefore, cannot be continued much longer. 
We must enact a new Constitution that adapts to the 
practical realities of today. 


We also intend to let the new Constitution provide 
long-term scope. In this sense it must be open-ended and 
not limited to declarative statements; instead, it itself 
must be enforceable in many respects and must regulate 
directly. It is essential that the new Constitution define 
unambiguously the decisionmaking authority of the state 
system’s various elements, and that it also ban the 
infringement of zuthority. The redefinition of ownership 
relations in accorvuarce with present-day requirements is 
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also warranted. We must carefully rethink every ques- 
tion, from the Constitution’s preamble—it should duly 
note the more than 1,000 years of Hungarian state- 
hood—to its final provisions, including Hungary’s seal, 
the national anthem, and the designation of national 
holidays. 


A new approach is needed to the question of the separa- 
tion of powers. The present Constitution vests in the 
National Assembly the exercise of all powers that stem 
from popular sovereignty. If we disregard for the time 
being the difference that existed for decades between 
Parliament’s declared powers and its actual role, this 
formulation does not seem entirely right, purely from the 
viewpoint of constitutional law. On the one hand, people 
should be able to exercise some of these powers directly; 
and that is why we are now preparing to enact into law 
also the role of referendums and popular initiatives. On 
the other hand, popular sovereignty must be exercised by 
the entire state system, and not just by the National 
Assembly. Therefore it is necessary to specify also the 
powers of the executive branch, of the judiciary and the 
councils, and to prohibit Parliament from revoking their 
powers arbitrarily. We want to create a state systen in 
which there is a perfect fit of the following branches: a 
strong but nongoverning Parliament with clearly defined 
powers; an executive branch whose powers are likewise 
clearly defined, and whose actions are consistent and 
predictable; and an independent judiciary. An important 
safeguard for such separation of powers will be the 
functioning of a Constitutional Court. 


It seems expedient to specify in the Constitution the 
most important matters reserved for legislation, so as to 
prevent Parliament’s exclusion or circumvention. The 
Chamber of Deputies will play a decisive role in setting 
the principal directions of foreign policy, and its author- 
ity will include the ratification of international agree- 
ments affecting the country’s sovereignty. It should have 
an important role also in setting and overseeing the 
government’s domestic policies, including the possibility 
of introducing motions of no confidence. If Parliament is 
to perform these constitutional functions meaningfully, 
the deputies’ rights and duties, and the conditions of 
their activity must be clearly defined. There arises, 
among other things, also the question of whether it 
would not be advisable to have the deputies serve full 
time during their terms of office. 


The question of whether the establishment of a bicam- 
eral Parliament would be justified is the subject of 
debate. The main argument in favor of this solution is 
that the interests of the election districts would cease to 
be the overriding consideration, because alsc other inter- 
ests would have institutional representation in the sec- 
ond chamber: the various corporative organizations 
would directly designate its members. At present, how- 
ever, the drawbacks of this solution appear to outweigh 
its advantages: the reconciliation of differences between 
the two chambers would make the passage of legislation 
by both chambers slower and more complicated, and 
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would burden it with bureaucratic features. The bicam- 
eral system is retained in the world today mainly in 
countries that have respectively a federal constitution 
and several nationalities living on the same territory, or 
where—in the United Kingdom, for instance—-hisioricai 
traditions warrant its retention. 


Another question to be decided is whether to retain the 
Presidential Council or replace it with a President of the 
Republic. Studies show that it would not be desirable to 
retain the Presidential Council’s authority to act for the 
National Assembly when it is not in session, even though 
this authority has already been sharply curtailed. But if 
this authority ceases entirely, then there would hardly be 
any justification for retaining a collective presidency. 
Therefore the idea is increasingly gaining ground to have 
a President as the head of state in future. (Incidentally, 
there are precedents for this also in socialist countries.) 
The President could assume not only the ramaining 
authority of the Presidential Council, but other impor- 
tant powers as well. With a significant role in the 
separation of powers, he would not be merely a figure- 
head. We will have to consider whether the President 
should have authority to declare a state of emergency, to 
dissolve Parliament, and perhaps to veto bills that the 
National Assembly has passed and would then have to 
consider anew. 


We have very important interests associated with 
strengthening local government. This will require a 
reform of public administration, the rethinking of the 
Law on Councils, and the creation of conditions to 
ensure that the broad avtonomy declared by law is 
underpinned also economically and financially. Our con- 
ception is to let the councils become revenue-oriented, 
allowing them to levy local taxes and to finance their 
operations with the revenue they raise, supplemented by 
budgetary grants that they obtain on the basis of uniform 
normative regulations, rather than individually. This 
will mean that the redistributing role of the megye 
council will be curtailed, and it will be concerned mainly 
with regional development and the infrastructural tasks 
outside the areas of the settlements. These are tasks that 
stem from the voluntary cooperation of the individual 
settlements, and which the local communities delegate to 
the megye administration. 


There is broad agreement that the new Constitution 
must have a fundamental role in defining the rights of 
the citizens. Tie plans call for the Constitution to 
regulate five categories of such rights. The so-called 
rights of the individual belong in the first category; they 
include the right to life, the right to human dignity, and 
equality before the law. The second category comprises 
the basic freedoms: freedom of assembly, freedom of 
association, freedom of religion, freedom of conscience, 
and freedom of the press. The third category pertains to 
participation in public affairs and includes the right to 
vote, among others. Economic, cultural and social rights 
belong in the fourth category; and the rights of national 
minorities, in the fifth. 
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The Constitution will not only enumerate these rights 
and freedoms, but will also provide certain guaranties. 
We believe that in four of the five categories it will be 
appropriate to prohibit the violation of the rights and 
freedoms, and to declare that their violation by either 
individuals or the state is punishable. For the category of 
economic, social and cultural rights, however, it will be 
expedient to specify how and by what means the state 
must protect their enjoyment. 


In conjunction with the present pace of legislation, it is 
often asked whether the changes can be considered fast 
or slow? It is difficult to answer this question with just 
one word. In the light of society’s needs and the lag we 
have to make up for, the pace is rather slow. But if we 
consider the existing possibilities, and especially soci- 
ety’s receptivity, the pace may occasionally seem too 
fast. Many people may claim to favor rapid changes, but 
at the same time they are clinging closely to what they are 
accustomed. This is true of public opinion in general, 
and of the general opinion within the party as well. 


There are perhaps quite a few among us who regard even 
natural changes as anarchy, and tend to cry halt when- 
ever they encounter anything unfamiliar. But it is unde- 
niable that there actually are also anarchic phenomena. 
And although some people are urging us to proceed at an 
even faster pace, it is reasonable to heed che advice— 
often offered even by our foreign friends and partners 
who are in sympathy with our reform efforts—that we 
should beware of haste, overexertion, and a pace that 
might sorely try the receptivity of the people. The 
decisive consideration is that the changes must 
strengthen, rather than undermine, the stability of our 
society. Careful deliberation and a high degree of polit- 
ical sensitivity—sensitivity on both fronts—are neces- 
sary to choose our pace correctly. Because to stand still at 
present could be a destabilizing factor, in the same way 
as excessive haste would be. 


What we see on the surface at present is mostly the 
upheaval: things that previously seemed immovable 
have moved, and principles once thought of as funda- 
mental have become uncertain. This, understandably, 
fosters concern. But let us see also the deeper, essential 
features of the process. If we direct the course of events 
prudently, then these features wili produce a modern 
system of institutions capable of advancing society’s 
development, and a socialist constitutional state that will 
be a suitable framework for exercising popular sover- 
eignty. 


Interior Minister on Rehabilitating Show Trial 
Victims Since 1949 

25000135b Budapest NEPSZABADSAG in Hungarian 
4 Mar 89 p7 


[Interview with Interior Minister Dr Istvan Horvath by 
Laszlo Szabo: “Were There Show Trials Before 1949”; 
date and place of interview not given] 
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[Text] 


{NEPSZABADSAG] The public is keenly interested in 
the one-time show trials, deportations, and detentions 
withynut trial. A representative of the interior Ministry 
said the other day that the files of these cases have been 
preserved and are accurate. But earlier it was said that 
many of the files have been lost or are incomplete. What 
is the situation? Is there enough material to begin review- 
ing the cases for the purpose of rehabilitation? 


[Horvath] I believe it would be more accurate to say that 
a proportion of the public is truly demonstrating keen 
interest in the one-time show trials, deportations, and 
detentions without trial, and this is only natural. There is 
indeed rauct .nat still needs to be clarified in cases that 
occurred three or four decades ago. I too am interested 
and troubled. And I also attach exceptional importance 
to historical justice and truth. The cases that you, too, 
have mentioned can and must be settled. 


I wish to note, however, that we must take care to ensure 
it is the cases that are settled, and not old scores with 
additional people. The one-time cases in which show 
trials were held have to be closed dispassionately, objec- 
tively and comprehensively. There are enough docu- 
ments to start reviewing the mentioned categories of 
cases. As to whether this applies also to specific per- 
sons—to individual cases, in other words—we have to 
take into consideration what officials of the Ministries of 
Justice and the Interior have respectively been saying. 
Namely, that much material was lost or destroyed in the 
aftermath of 23 October 1956. Some of the court records 
were destroyed with the intention of ensuring that the 
trumped-up evidence could never again be used against 
the victims. Preparations are now underway to review 
the records and present them to a committee. On the 
basis of historical facts and the foregoing, I am able to 
say that the purpose of the review and legal proceedings 
will be to determine which of the cases were trumped-up 
and which ones were substantiated. 


[NEPSZABADSAG] More ai.d more artick:: are appear- 
ing that claim there were show trials even before 1949. 
The so-called MAORT [Hungarian-American Oil Co.] 
trial, for instance, is cited as one such case. One of its 
main defendants, the scientist Dr Simon Papp, again 
became a senior consultant to the Hungarian oil industry 
in the 1960's and 1970's, even though he had never been 
renabilitated. But it is being said that also the Mind- 
szenty trial was staged, or the trial of the Hungarian 
Collective. Have you as yet anything more specific to say 
about these cases? And is it true that the Rajk case was 
not the first show trial? 


[Horvath] I would begin my answer from a different 
approach. There was a period in Hungary’s recent past, 
covering about 35 or 40 years, when everything was 
painted rose-colored. Now I would hesitate to paint 
black everything from the past 4.5 decades. There is 
already quite a race going on in Hungary to do just that. 
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I suggest that we examine noi in anger, but dispassion- 
ately and objectively as far as possible, whatever needs 
clarification from our past. This includes what now is 
already obvious: that the Rakosi leadership's distortions, 
mistakes and crimes did not begin on some specific day 
in 1949. Their evolution had its antecedents. But this 
does not mean that from thereon, and especially before 
then, every criminal case was staged, based on trumped- 
up charges, and should not have been tried at all. 
Therefore I would rule out in advance that all criminal 
cases tried between 1945 and 1962 have to be reviewed, 
and there is no question of doing so. What has to be 
reviewed are only the cases where there is reason to 
assume that the trials in them were staged and founded 
on trumped-up charges. On the basis of our knowledge of 
history and the perusal of these records, we now unde- 
niably have sufficient reason to assume that among them 
there will be a good many better-known cases in which 
rehabilitation will be necessary. But it is likewise a fa~? 
that there exists a category of cases—for war crimes, 
crimes against the people, or crimes by reactionaries 
against the social transformatin in the young people's 
republic, for instance—in which the criminal proceed- 
ings were undoubtedly well founded. But let us not 
anticipate which cases will fall in this or that category. 
After all, an investigation has been launched specifically 
for the purpose of clarifying the situation. 


You mentioned the MAORT case and Simon Papp, one 
of its main defendants. The proceedings against him may 
very likely be termed a show trial. But it appears that 
even in the case of Laszlo Rajk or Laszlo Solyom the 
earlier rehabilitation proceedings—it is common knowl- 
edge that they were conducted decades ago—have not 
rectified everything from a legal viewpoint. For example, 
Rajk and Solyom were acquitted of some of the charges 
not because they were found innocent, but because of a 
lack of proof, which legally still leaves them under a 
cloud of suspicion. Perhaps there is something to rectify 
even in these cases. Not to mention that the review and 
rectification of show trials should not have ended, as 
they did in 1962, with participants of the labor move- 
ment. 


[NEPSZABADSAG] What is you opinion of the deten- 
tions «.thout trial during that period? Recently also our 
paper published the complaint of the Recsk Associa- 
tion’s secretary general that the years spent in detention 
are not taken into account when determining eligibility 
for pensions and their amounts. How soon could the 
claims of these elderly people be rectified legally? 


[Horvath] The government is trying to rectify such 
claims as quickly and thoroughly as possible. The insti- 
tution of detention without trial ceased long ago in 
Hungary. But detention without trial in Hungary after 
1945 was legal, based on initiatives and siatutory regu- 
lations to which the then existing political parties had 
mutually agreed. In other words, it is one thing how we 
feel today about detention without trial, and quite 
another thing how it was viewed when it was being 
applied. And again it is one thing how the political 
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forces—not only the Communists, but the entire coali- 
tional government that introduced and employed deten- 
tion without trial—felt about it then, and another thing 
what the victims who bore the burden of that institution 
thought about it. In my opinion, the formula here is 
somewhat similar to what I have just mentioned in 
conjunction with the criminal proceedings. It would be 
difficult to claim that everyone detained without trial 
was innocent; just as it would be difficult to say— 
especially now in retrospect—that everyone deserved 
what he got. 


[NEPSZABADSAG] Should we not divide the period 
into two? After all, different standards apply to deten- 
tions without trial before and after 1949, respectively. 


[Horvath] That is indeed an important consideration. 
Because from 1949 on, particularly in cases of detention 
without trial, it was not a blindfolded Justitia, the 
goddess of justice, who passed judgment. In the artifi- 
cially stepped-up class struggle of that time, she pushed 
her blindfold fairly high to side with the regime. And 
there was also much subjective bias and intentional 
injustice mixed into all this. Even in full awareness of 
this fact, however, I would still say that among the cases 
there were ones that were conducted in accordance with 
the rules then in force, aid were not based on trumped- 
up charges and fabricated evidence. But it is likewise 
true that many of the deiainees suffered unjustly, inno- 
cently, and without due process. 


[NEPSZABADSAG] We heard on TV that there are lists 
of the persons who were detained without trial. How will 
it be possible to distinguish from these lists the innocent 
detainees from the ones who were detained with cause? 


[Horvath] That will be difficult. A solution will have to 
be found here in the spirit of humaneness and social 
reconciliation. Therefore the Interior Ministry, Justice 
Ministry, and the Ministry of Social Welfare and Health 
have been commissioned by the government to develop 
suitable procedures. To our present knowledge, it 
appears unlikely that separate re'iews of each individu- 
al’s case can be conducted, because the lists are so 
sketchy. The efforts that I have launched within the 
Interior Ministry to collect and study the documents are 
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still at the very beginning. On the basis of our present 
knowledge I would say that these documents are even 
sketchier than the records of the criminal courts. I am 
unable to reveal any details of the solution at this time, 
because work is still in progress on drafting the proposal 
in question. It will be up to the government to decide the 
rest. But I think that the decision will probably be 
normative, broad-minded and equitable. So far as time 
spent in detention and eligibility for pensions are con- 
cerneu, I am not an expert on that. But I have inquired 
and learned that for many people, on the basis of their 
individual petitions, the years spent in detention without 
trial have been taken into account when considering 
their eligibility for pensions. However there are quite a 
few people who had never been employed before their 
detention, and therefore their years in detention without 
trial could not be taken into account at all when consid- 
ering their eligibility for pensions. This again serves to 
show just how complicated the whole thing is. But I think 
that this question can nevertheless be settled through 
some general regulation, because of the long time that 
has elapsed, if for no other reason. Probably the possi- 
bility of paying compensation will also have to be 
examined. 


[NEPSZABADSAG] There has been harping from sev- 
eral quarters on the question of accountability for what 
happened. And, despite the 35 to 40 years that have 
elapsed, even insistence on prosecuting the active partic- 
ipants in staging the show trials. What is you opinion on 
this? 


[Horvath] Simply speaking, I could say that, after so 
many years, the statute of limitations would have run out 
under any criminal justice system in the world today, 
even for the most serious crimes. But I am also aware 
that this answer to your question would be oversimpli- 
fied. A comprehensive and, to the extent that this is 
possible, individual disposition of these cases is now in 
progress. But I think we will be acting correctly if we 
avoid arousing a sense of national guilt, of the kind that 
we experienced after 1945, around 1956, and again after 
1956; and if we refrain from seeking scapegoats again. If 
we are seeking jointly a better and nicer Hungarian 
future, then I am of the opinion that we should heal 
wounds in the course of rectifying history, and should 
avoid inflicting fresh wounds if possible. 
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CEMA’S Growing Recognition of Need for 
Change, Openness 

25000169 Budapest FIGYELO in Hungarian 

9 Mar 89 p 12 


[Article by Gyorgy Varkoly: “CEMA: External Econ- 
omy—In a New Way”] 


[Text] Increasing attention is paid in European CEMA 
countries to the stimulation of export expansion and 
import reductions, to the improvement of external eco- 
nomic efficiency, and particularly to domestic pricing 
concepts and pricing methods of exported and imported 
products, foreign exchange rates and foreign exchange 
multipliers. This is a logical outcome of the fact that a 
majority of the European CEMA countries views 
increased economic openness as :mportant. 


In most European CEMA countries it is an established 
economic management objective to review domestic 
pricing methods on the basis of world market prices, and 
to achieve a state of affairs in which domestic prices 
reflect the actual production costs incurred by the peo- 
ple’s economy. It is in this wy that they want to exert 
stronger economic pressure on producers, and to 
strengthen the competitiveness of processing industry 
products in the giobal market. 


Modernization of the pricing system is progressing grad- 
ually, because this process affects the production system 
as a whole, and not only enterprises, but the financial 
situation of entire countries. It is a peculiar feature of the 
pricing method used in CEMA countries that the weight 
carried by world market prices in domestic pricing varies 
by types of products. For example, world market prices 
are taken into consideration in formulating domestic 
prices for products which serve for heating or which have 
a raw material character. On the other hand, in regard to 
the domestic p-icing of machinery and equipment, world 
market prices are just barely considered. 


In the course of financial settlement reached between 
national (or foreign trade) banks, and foreign trade (or 
producer) enterprises, the role of definitive foreign 
exchange value ratios is played directly by the official 
(Hungary, Poland, Romania), or by the so-called internal 
foreign exchange rates. The latter are calculated on the 
basis of the official exchange rate of foreign currencies, 
and the so-called supplementary currency or the cur- 
rency at issue (GDR, Czechoslovakia), or with the help 
of special foreign exchange multipliers which depend on 
the type of specific association or economic organization 
(Bulgaria) involved. The basis for value ratios between 
foreign currencies is provided by people’s economy costs 
to produce a unit of a foreign currency (dollar or trans- 
ferable ruble). Thus the exchange rate of a foreign 
currency vis-a-vis the national currency are generally 
calculated on the basis of the average deviation between 
domestic and export prices. The exception is the Polish 
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zloty, and the Bulgarian system of exchange rates, which 
relates to each foreign currency individually, and which 
practically amounts to personally designated support. 
The correction of official foreign exchange rates within 
European CEMA countries is accomplished on the basis 
of the so-called foreign exchange basket system, starting 
from the comparative changes in the exchange rates of 
foreign currencies which are part of a given basket. 


Two Exchange Rate Mechanisms 


Three factors determine the effect of foreign exchange 
rates on the finances of enterprises involved in foreign 
trade. First, on the developmental level marketing meth- 
ods at a national economic management level; second, 
the ability of a national economy to adapt to external 
economic conditions—i.e., the competitiveness of indi- 
vidual manufacturers; and finally, the peculiar planning 
and implementing features that exist in relationships 
between CEMA and Western countries. Among Euro- 
pean CEMA countries, the highest level of economic 
(including external economic) decentralization was 
achieved in Hungary, where convertible currency 
exchange rates play an important role in economic 
management. Also Poland’s, Bulgaria’s and Czechoslo- 
vakia’s exchange rate policies are evolving in the same 
direction. In the economic mechanisms of the GDR and 
Romania exchange rates play a secondary, supplemen- 
tary role, because the central character is dominant in 
the building and utilization of funds. 


At present, two parallel, from a practical standpoint 
mutually independent exchange rate mechanisms func- 
tion in European CEMA countries: one pertains to freely 
convertible currencies, the other to the transferable 
ruble. The mutual independence of the two mechanisms 
can be observed from both the quantitative and the 
qualitative aspects. In regard to the former, these quan- 
titative and qualitative asnects manifest themselves in 
the relatively high (as compared to quotations by the 
CEMA International Bank for Economic Cooperation 
[NGEB]}) price levels of freely convertible currencies. 
Regarding the latter, this manifestation takes place as 
follows. While convertible currency exchange rate quo- 
tations exert a certain effect in several countries upon the 
end result of economic activities, and on decisions made 
by enterprises and at the joint level, transferable ruble 
price levels exert an influence of this character only to a 
rather limited extent, and mostly with respect to the 
importation of finished products. 


Transferable ruble exchange rates are used in economic 
calculations and in the state level planning of foreign 
trade structure. In the early 1970's, within individual 
countries the difference between the price levels of freely 
convertible currencies and of the national price levels of 
the transferable ruble on the one hand, and the prices 
quoted by NGEB on the other, amounted to 30 and 70 





JPRS-EER-89-044 
20 April 1989 


percent. During tie 1980’s, in a majority of the Euro- 
pean CEMA countries the indicated exchange rate dif- 
ferentials suddenly increased. In October 1988 for exam- 
ple, thie r2%10 of the dollar and the transferable ruble as 
compared to the exchange rates quoted by NGEB 
amounted to 3.2 in Hungary, and 3.3 in Poland. 


The given values and their increase is a result of several 
factors, of which the following are most important: 


—The people’s economy costs as a result of which a 
doilar is earned are relatively higher, particularly in 
the 1980’s, than similar costs associated with the 
transferable ruble. There are many reasons for this: 
they relate to differences in the merchandise and 
commodity structure of exports payable for in con- 
vertible currencies and in rubles respectively, to the 
segregation of significant resources needed for con- 
vertible currency debt payments and the consequent 
exporting of new merchandise which is less profitable, 
as well as to the protectionist, on occasion discrimi- 
natory policies of Western countries. 


—The peculiar characteristic of contract pricing in 
CEMA trade. 


—The often excessively high contract price of goods 
which cannot be identified with corresponding goods 
manufactured in capitalist countries (mainly machine 
industry products), as well as low level technological 
and qualitative requirements related to mutually 
delivered goods. 


The Role of Subsidies 


The financing of exports from state budgetary resources 
(e.g. various types of export subsidies) are rather broadly 
used in every CEMA country. The maintenance of this 
practice may be explained by significant differences 
between world market and domestic prices, with the 
unprofitable exporting of many gcods, among these 
mainly machine industry products. As a result of finan- 
cial support provided by the state, industrial enterprises 
avoid incurring financial losses that would result from 
their export transactions. Practical experience shows 
however, that the continued subsidizing of external 
economic activities does not always assure increased 
production efficiency, nor does it improve the produc- 
tion structure. It frequently contradicts the intensifica- 
tion tasks of socialist economies and of international 
trade. It has a damaging effect on international compet- 
itiveness, and thus it deteriorates the efficiency of exter- 
nal economic relations. For this reason, most CEMA 
countries established a goal to reduce state subsidies for 
exporting, or to at least significantly change the form of 
such subsidies. 


In Poland, following last year’s decision concerning the 
discontinuation of compensation accounts, the main 
emphasis regarding the stimulation of foreign trade 
activities must be on the exchange rate mechanism (in 
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certain branches, such as in agriculture, it was coupled 
with exchange rate supplements), on foreign exchange 
retention, tax benefits, and on subsidies to be established 
in the framework of the structural policy fund with 
respect to a few industry branches. 


In the GDR and in Bulgaria certain products or groups 
of products receive standard subsidies after each unit 
produced and sold in foreign markets (Bulgaria), or 
according to a predetermined percentage of export 
income (GDR). This system acts as a better stimulant to 
increase export volumes and to increase export profit- 
ability, than does the simple payment of losses from 
budgetary resources. 


In Romania the profitability of goods slated for export is 
increased by reducing obligatory contributions to the 
state budget, which in practice amounts to an export 
premium from the standpoint of enterprises. 


In Czechoslovakia, along with the subsidizing of export 
losses, they are establishing funds at producer and for- 
eign trade organizations to stimulate exports. The stan- 
dards governing these fuiids differ by industry branch. 
They are defined in terms of percentage figures reflecting 
fractions of the total export volume, or which depend on 
foreign trade prices for which payments were realized, or 
on the efficiency of exporting given products. These 
resources are tax exempt, and may be fully utilized for 
purposes of investment, reserves or the building of a 
fund to be shared. 


Financial Stimuli 


As of a recent date CEMA countries grant priority to 
certain forms of financial stimuli which contribute to the 
stronger motivation of industry and of foreign trade 
Organizations in increasing the volume of exports and in 
achieving higher efficiency rates in foreign trade trans- 
actions. 


In the course of perfecting the system of financial stimuli 
related to foreign trade in European CEMA countries, 
foreign exchange funds managed by enterprises play an 
important role in Bulgaria, the GDR, Poland, Romania 
and Czechoslovakia. These funds are established mainly 
from export income, and from savings on imports. The 
resources provided by such funds are used mainly for 
production purposes, i.e. the expansion and moderniza- 
tion of the production base, for the importation of 
materials, equipment, supplementary products and ser- 
vices needed for the improvement of the quality and 
competitiveness of export products, and for the realiza- 
tion of means by which exports can be expanded (exhi- 
bitions, fairs, the organization of advertising, service 
trips abroad). In some cases foreign exchange funds are 
also used to motivate workers at foreign trade and 
production organizations. Polish, GDR and Czechoslo- 
vakian enterprises which have foreign exchange. funds 
may transfer part of these funds to their import suppli- 
ers, in amounts predetermined in agreements between 
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the two parties. The permission to transfer foreign 
exchange funds from one year to the next is significant, 
because in this way enterprises need not rush to spend 
the available funds at the end of the year in order to 
avoid transfer of these furds to the state budget. 


Within CEMA, the modernization of external economic 
relations is a must, without which there is no chance to 
stop the decline in merchandise exchange among CEMA 
countries, and to raise competitiveness to levels respon- 
sive to international expectations. 


CZECHOSLOVAKIA 


New State Enterprises To Be Formed 
24000091b Prague HOSPODARSKE NOVINY in Czech 
Jan 89 p 2 


[Article by Eng Jaromir Matejka, deputy minister and 
secretary of the Governmental Committee for Issues of 
Planned National Economic Management: “1,134 New 
State Enterprises”’} 


[Text] At its meeting on 21 December 1988 the Govern- 
ment of the CSSR discussed the second stage in the 
conversion of the organizational structures of our pro- 
duction, technology, R&D and fiscal base into state 
enterprises. It proceeded from the proposals made by the 
central authorities of the Federation and of both repub- 
lics for the establishment of new state enterprises, and 
from the summary report of the Governmental Commit- 
tee for Issues of Planned National Economic Manage- 
ment on said proposals for the conversion of organiza- 
tional structures. It enjoined its members to oversee the 
formation of new state enterprises in accordance with 
the proposals it had discussed and approved. 


Thus, on the basis of the decision by the CSSR Govern- 
ment and by the governments of both republics, !,134 
new state enterprises will be founded in the second stage 
of the organizational restructuring. Most of them will be 
established as of | January 1989, and the remaining 
economic organizations will be converted to state enter- 
prises no later than | April 1989. This concerns eco- 
nomic Organizations whose conversion to state enter- 
prises must be preceded in the first quarter of 1989 
either by a thorough study of the consequences stemming 
from the restructuring of wholesale prices, or by the 
formulation of a consolidation program. 


This proves that even at this stage it was not objectively 
possible to avoid instances of establishment of state 
enterprises which thus far have failed to demonstrate 
their capacity for self-financing for the remaining years 
of the current 5-year plan. Some enterprises whose 
formation has been approved by the government will be 
legally converted to state enterprises (and registered as 
such) at a later date; however, this does not imply that 
they should procrastinate with the preparations of all 
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that we expect from new enterprises, for example, with 
elections, charter, enterprise-subdivision khozraschet 
and developmental programs. 


On the whole, the second stage in the conversion of 
organizational structures into state enterprises may be 
given good marks. It was preceded by great efforts, 
initiative and organizational work by experts from the 
enterprise sphere, central agencies, organizations and 
institutes of the CPCZ and ROH [Revoiutiona’y Trade 
Union Movement], national committees, by ‘heoreti- 
cians and specialists. Nevertheless, that does not mean 
that the process of preparations, negotiations and 
approval of proposals for new state enterprises was easy, 
without divergent interests and opinions, or without 
controversies. However, we may say with conviction that 
under the existing circumstances, in the overwhelming 
majority of cases we were able to push through rational 
long-range solutions in conformity with our naiional 
interests. Most of the new state enterprises are being 
formed at this stage on the basis of the existing national 
eriterprises or syndicates, special-purpose organizations, 
local manufacturing or service organizations, or facto- 
ries. The 1134 enterprises under discussion will employ 
nearly 1.9 million workers and will have on the average 
1,654 employees. Within this framework, hundreds of 
small enterprises with 50 to 500 employees (especially in 
Organizations managed by national committees) will be 
established, on the one hand, and on the other, some 
large economic organizations—such as the Ostrava- 
Karvina Mines (with almost 103,000 workers), the Svit 
in Gottwaldov (with 36,000 workers), the Agrozet in 
Brno (with more than 18,000 workers) and others—will 
be formed. 


At this stage, national committees are establishing most 
state enterprises, namely, 532 in the CSR and 122 in the 
SSR, mainly enterprises of local economy and services, 
restaurants and dining facilities, housing administration, 
and so on. The Ministries of Agriculture and Food of 
both republics will set up 131 enterprises, primarily 
dairies, poultry farms, flour mills and bakeries, canneries 
and other food-production industry, as well as machin- 
ery and tractor stations, and agricultural construction 
enterprises. The Ministries of Trade and Tourism of 
both republics will found 109 enterprises (food, textile, 
garment, consumer goods production, and Prior depart- 
ment stores). Our federal ministries will establish under 
their authority 71 enterprises, 68 of which will be 
founded by the Ministries of Metallurgy and General 
and Electrical Engineering. Industry operated by both 
republics will set up 45 enterprises, mainly textile man- 
ufacture—but only in the CSR. 


Thus, since the beginning of the conversion of organiza- 
tional structures, i.e., including enterprises founded as of 
1 July 1988, a total of 1,546 state enterprises with nearly 
3.4 million employees has been established. The average 
enterprise empioys about 2,200 workers. Therefore, as 
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regards the number of employees, more than 60 percent 
of our state economic enterprise sphere will be converted 
in the second stage to state enterprises. 


In the second stage, most—roughly 90 percent—of indi- 
vidual suggestions and recommendations of enterprises 
of factories concerning the founding of state enterprises 
were taken into consideration. Only exceptionally have 
certain branches failed to take full advantage of such 
individual suggestions. For example, the Ministries of 
Agriculture and Food applied about 50 percent of such 
proposals, mainly because it was decided that state 
enterprises in the meat-processing industry and in agri- 
cultural supplies and procurement be established essen- 
tially on the basis of the existing VHJ’s. However, during 
this stage the Federal Ministry of Fuels and Power 
founded the largest average state enterprises with more 
than 19,730 employees (due to the coal mines and gas 
production). 


Enterprises whose establishment was approved at this 
stage include some enterprises where a more rational 
“goal-oriented” organizational arrangement could not 
be achieved under the given circumstances, or where 
considerably divergent views had been voiced during the 
drafting of proposals concerning organizational issues. 
This does not apply only to some of the major state 
enterprises, but also to certain enterprises engaged, for 
instance, in services or in trade with fruit and vegetables 
in the CSSR. 


Nevertheless, from the decision of the CSSR Govern- 
ment it is evident that the organizational restructuring of 
the enterprise base scheduled for the period beginning in 
January 1989 is not regarded as an open-and-shut case 
closed once and forever. In this sense, it was stipulated 
that before 30 June 1990 cases where the Governmental 
Commission for Affairs of Planned National Economic 
Management recommended reviews of the established 
state enterprises be reassessed, and the proposals for the 
establishment of state enterprises to be founded at a later 
date be discussed. 


The conversion of all existing economic organizations in 
several branches will be completed by | January 1989, 
first of all, in the Federal Ministry of Fuels and Power, 
and as a rule, also in instances where most of the new 
administrative regulations will become applicable begin- 
ning in 198°, mainly in agriculture and food industry, 
commerce, and public dining services. The conversion of 
organizational structures in other branches will continue 
in the third stage, i.e., until | July 1989. Many complex 
issues are still waiting for resolution, especially in 
branches as, for example, transportation, communica- 
tions, metallurgy and heavy chemistry, or in branches 
producing machining tools, textile machinery, paper and 
cellulose. 


Because some enterprises established in the first and 
second stage have encountered problems and occasion- 
ally even controversies about the delimitation of the 
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tasks of the plan, obligations, property, etc, with respect 
to the new organizational structures, it was decided that 
the governmental commission and its task forces take 
part in the solution of such matters. 


State Enterprise Formation Said To Be Only Ist 
Step 

24000091c Prague HOSPODARSKE NOVINY 

in Slovak Jan 89 p 3 


[Article by Eng Vladimir Valach, deputy general director 
of the Czechoslovak State Bank, Main Office for the SSR 
in Bratislava: “Establishment of State Enterprises—Only 
the First Step”’} 


[Text] Although we have available textbooks and expert 
studies about scientific management, khozraschet and 
enterprise-subdivision khozraschet, under the authori- 
tarian management we have not made good use of these 
theoretical precepts and principles. The enterprise found 
itself in the position of an object, specification and 
indicators of the plan. The coordination of enterprise 
(i.e., group) and national interests somehow fell by the 
wayside. 


It seems that we often forgot that even under the 
conditions of socialist relations in production a modern 
enterprise has at least three attributes: 


—The enterprise is a very sensitive and dynamic eco- 
nomic organism with complex horizontal and vertical 
interconnections; outside stimuli and inputs must act, 
above all, directly, and not by mediation or in a 
distorted fashion. 


—World enterprises and companies are decisive factors 
of the processes of adaptation and mechanisms in the 
new phenomena and in the aggravated world eco- 
nomic situation. The whole economy is capable and 
adaptable to the same degree to which the companies 
are viable, competitive and adaptable. 


—The enterprise is a sensitive and dynamic social organ- 
ism—this is above all the enterprise team which puts 
through a fine grinder the decisions and measures 
stipulated by our top party and state leadership. The 
workplace may be a contributing factor to satisfaction 
or dissatisfaction, to personal happiness or stress, to 
revitalization or dissipation of mental and physical 
capacities, to self-realization or waste of every working 
person’s skills and talents. 


The law on state enterprise and the formation of state 
enterprises represent only the first step—the beginning 
of radical changes, some of which we even do not 
recognize at this stage and therefore, which we do not 
fully appreciate. The law on state enterprise defines the 
legal, economic and financial position of the enterprise 
and its consequent obligations and authority. Its signif- 
icance as well as the importance of two additional laws 
On cooperative enterprises are primarily in their creaticn 
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of conditions in the realm of the law, so that the 
contradictions between the new urgent demands on the 
operation of the enterprise and its functions, on the one 
hand, and the realities of our time, on the other, may be 
eliminated. 


According to the prominent Soviet economist Abalkin, 
“genuine khozraschet does not offer anyone a comfort- 
able living. It is a school or responsibility, a powerful 
device teaching independence and good stewardship.” 
The actual formation of state enterprises will involve a 
complex process calling for a great many additional steps 
full of risks and pitfalls. 


In the next phase it will be necessary to go forth and 
advance mainly in the following directions: 


—from the defensive to the offensive, i.e., to entrepre- 
neurship in the socialist manner; 


—goal-oriented, systematic definition of enterprise strat- 
egies and policies; 


—progress to flexible and diversified organizational 
structure of the enterprise sphere also along the hori- 
zontal line. 


From the Defensive to the Offensive 


The concept of socialist entrepreneurship—or socialist 
undertaking—may vividly illustrate the advances in our 
economic thinking. Already 5 years ago PRAVDA of 1 
September 1983 published an article entitled “Socialist 
Undertaking—A Taboo, Fad, or Inevitability?” Today, 
in conjunction with the restructuring of the economic 
mechanism and with the gradually introduced law on 
state enterprise, the concept of socialist undertaking is 
already a commonly used term, although it cannot be 
said that it is being fully implemented in our daily 
economic practice. 


Indeed, not all branches, sectors or enterprises have the 
same potential for entrepreneurship. For instance, our 
state forests must also conduct operations related to 
climatic, agricultural, hydroeconomic and other useful 
functions of the forest, which cannot be included in the 
category of entrepreneurship. On the other hand, pre- 
cisely for climatic reasons, agriculture may often be more 
flexible and adaptable than industrial enterprises. Good 
examples of that are the Agrokombinat JRD [unified 
agricultural cooperative] in Lehnice in the district of 
Dunajska Streda, and the Agrokombinat JRD in 
Liptovska Osada. Practical applications of scientific and 
technological data in Lehnice set an excellent example. 
In Liptovska Osada, an effort is underway, among other 
things, to enrich our domestic market, to promote tour- 
ism, and to use unconventional methods of organization 
in entrepreneurship. 
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In terms of socialist undertaking, ample opportunities 
are open to production and consumer cooperatives, as 
confirmed by the Kozatex Production Cooperative in 
Bratislava, and the Associated Manufacture in 
Michalovce. The already mentioned East Slovakia power 
engineering production cooperative, albeit not without 
problems, is revamping its production program and 
converting its manufacture of textiles into the produc- 
tion of sophisticated electronics. 


The inevitable need to enrich our domestic market 
offers—and most urgently calls for—considerable, 
although still underutilized opportunities for state enter- 
prises and also for cooperatives manufacturing con- 
sumer goods and food products, namely, by cooperation 
in production with foreign companies or by use of 
licenses. 


Our current practice in socialist entrepreneurship con- 
firms that one must draw a line between barriers and 
“barriers.” There is no doubt that barriers set up prima- 
rily by complex economic realities must be surmounted. 
On the other hand, “barriers” set up by misunderstand- 
ing, underestimated risks in our lagging behind the most 
advanced states, by bureaucracy and indolence, which 
are still evident, must be brought down, to which the 
restructuring of the economic mechanism also will with- 
out any doubt contribute. It is axiomatic that the human 
factor is the most essential untapped asset for the further 
development of socialist entrepreneurship. 


For quite a long time already it has not been a simple 
task to manage an enterprise. The conditions, methods 
and systems of management are rapidly changing. More- 
over, the theory of enterprise management is developing 
at a very fast pace, and the network of schools—big and 
small—in this field is spreading. According to Tom 
Peters, who is regarded these days as the pope of man- 
agement, “today perfection means mobility.” In his 
interview with the French journal L-EXPANSION in 
May of 1988 he stated that even after the new phenom- 
ena were very much in evidence, giant companies, such 
as the IBM and General Motors, continued their com- 
pany strategies formulated already at the end of World 
War II. 


However, nobody could anticipate the radical changes 
and the new phenomena in world economy; thus, at 
present the first place among the best-sellers in Califor- 
nia market of personal automobiles is held by a South 
Korean car, after which follow three Honda models, with 
Toyotas in the fifth place. Marketing has gained a 
prominent place in the strategy of Japanese companies; 
it involves analyses and identification of lucrative out- 
lets, penetration of markets, identification and confron- 
tation of partners in the market, and then control of the 
market. It is quite logical that the recent and the ongoing 
changes in demography, the way of life, technology 
(especially the advances in information, databanks and 
telematics) also pressing for changes in classic methods 
of marketing. 
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Enterprise Strategy and Policies 


In our country, under the conditions of the restructuring 
of the economic mechanism, far more important than 
the awareness of the guardians and those who assign 
limits in higher agencies is the ability to formulate and 
implement the developmental strategy of enterprises 
with special emphasis on the following policies: 


—financial, with a stress on khozraschet and self-fi- 
nancing; 


—production, i.e., choice of the most lucrative produc- 
tion programs and the most advantageous supply and 
marketing methods, which means higher demands on 
analyses of production factors in technological and 
cooperative relations with partners; 


—technical, linked to R&D either by own research, by 
purchases of licenses, or by cooperation, or as the case 
may be, by imports or lease of equipment, namely, 
with consequent links with production and with for- 
eign partners, and by establishing joint enterprises and 
direct relations within the CEMA; 


—commercial, i.e., the degree of competitiveness, the 
status and objectives in domestic and foreign markets, 
and consequently, subjective choices within a 
dynamic part of the foreign trade and foreign currency 
monopoly; 


—company or enterprise policies aimed at rational and 
systematic cooperation with selected partners in our 
country and abroad, and its cooperative, commercial, 
financial and other partnerships. 


At a recent seminar on socialist entrepreneurship orga- 
nized by the Institute for Management at the Slovnaft 
VHJ [economic production unit], the director of the 
Crystalex state enterprise, underscored in his interesting 
presentation that the Crystalex strategy is aimed to 
maintain and strengthen the “good name” of the Czech 
glass. This is not an easy task, but the efforts have been 
successful and the enterprise is adapting its innovations 
and its commercial policies as well as its work with the 


people accordingly. 


Organizational Flexibility and Diversification 


The current structure of enterprises and of their superior 
agencies developed and grew under a system that speci- 
fies, controls and assesses the fulfillment of great many 
mandatory indicators for enterprises. Along the vertical 
line, the corresponding organizational structure was 
characterized by: 


—long-range immutability; 


—directives concerning the determination of organiza- 
tional forms of enterprises and their formations; 
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—simplified unification of organizational forms. 


Under the new circumstances such a simplified approach 
and inflexibility toward the organization of a new struc- 
ture of basic subjects of economic operations will no 
longer suffice. 


It is well known that V.I. Lenin devoted considerable 
attention to the organization of the enterprise base. 
Particularly during the NEP [New Economic Policy] he 
stressed the demand that all progressive methods devel- 
oped in the world by appropriately applied in the orga- 
nization of production forces. He was interested in 
financial policies and organization of U.S. companies 
and concerns, and in the system, organization and dis- 
cipline in Prussia. 


In our situation, the most efficient strategies and pro- 
duction, technical, financial and commercial policies in 
our country must necessarily open opportunities for the 
most lucrative diversification of the most varied associ- 
ations and interrelations with various degrees of integra- 
tion of the interests and means in the R&D area, or of 
entrepreneurship in the CSSR and in foreign markets. 
The reluctance about the so-called structural units con- 
firms that new state enterprises do not always have a 
clear concept of delegation, on the one hand, and on the 
other, of integration of individual strategic and political 
areas. Obviously, even in our situation their diversifica- 
tion and a broad spectrum of organizational forms will 
be further expanded. 


Although engineering has already scored success in the 
world, we are not using it to the best advantage. This 
Organizational method considerably facilitates the inte- 
gration of partial contributions and advantages of the 
participants involved in production, technology, com- 
merce, finances, law, and investment; this creates a new 
synthesis and a new quality. Certain positive experiences 
with applied engineering have been gained in our coun- 
try by the ZTS [Heavy Engineering Works] in Martin 
and the ROBOT International Association in flexible 
systems, and by the Technopol OZO [Supply and Mar- 
keting Department] in cooperation with the manufacture 
and export of investment units. 


The so-called small and medium-size enterprises also 
must enforce greater flexibility of organizational forms 
as a method of adaptation to the newly developing 
conditions. As it appears from the data of the Forecast- 
ing Institute at the Czechoslovak Academy of Sciences, 
the average number of employees of industrial enter- 
prises in the USA is 50, in Austria about 60, in the 
Hungarian People’s Republic less than 200, in the USSR 
750, but in the CSSR as many as 3,500. According to the 
above-mentioned Tom Peters, the future of enterprises 
depends on the “medium-size” enterprises (200 to 4,000 
employees), i.e., those which are small enough. to be 
flexible, and large enough to be able to invest and 
innovaie. 
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Risks and Perils 


The whole improvement and streamlining of organiza- 
tional structures of our enterprise base and the develop- 
ment of socialist entrepreneurship will be neither a 
simple nor a straightforward process. In addition to the 
subjective phenomenon, various pitfalls and risks or 
mortgages and backsliding into inflexibility and bureau- 
cracy may hamper its advance. 


Thus far the relations between the enterprise sphere and 
its superior agencies have not always been based on 
confidence and economic realism. Processes and rela- 
tions of distribution and redistribution prevailed. Both 
the center and the enterprise sphere must be equally 
responsible for correcting this situation. A transition 
from interventions to the solution of fundamental con- 
ceptual issues and to an up-to-date economic manage- 
ment calls for a change in the style and method of work. 
If the tasks of the center are weakened, the conditions for 
operations of economic subjects are also weakened— 
however, paradoxically it may sound. Precisely this 
optimum relation of the center with the khozraschet 
sphere is the most complex but also the most unavoid- 
able precondition for the success of the whole process of 
the restructuring of the economic mechanism. 


When upgrading the economic management, the interest 
of enterprises in the amount, structure, improvement 
and replacement of individual factors of production 
increases. Close cooperation of socialist entrepreneur- 
ship on the part of the khozraschet sphere, and the 
creation of the necessary systemic safeguards by the 
center will eradicate the deformations and “setbacks” of 
the past, specifically, a faster growth of inventories than 
the growth of our national income, useless and ineffec- 
tive investments, flawed mechanisms of simple renewal, 
disproportions in price-setting, and major fluctuations in 
available investments and funds between enterprises, 
sectors and branches. 


Systematic measures for diversification of enterprises 
according to goodwill and efficiency of consolidation 
systems and of the direct control system must be speci- 
fied far more accurately. 


Furthermore, under the new circumstances it is inevita- 
ble that risk management appears in the forefront. Dur- 
ing the 1970’s and 1980’s a new area—“risk manage- 
ment” or risk control—has rapidly spread in the world. 
In capitalist states this field has become a major factor of 
economic policies and of policies in general. Several 
institutes are now focusing on the study of the extent and 
on the forecasting of the risks involved in exports and 
foreign investments. Banks raised the importance of 
their departments providing guarantees and securities. 
Insurance companies expanded their services. The 
weight of public, semigovernmental and private institu- 
tions underwriting geopolitical and commercial risks has 
increased. 
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The difference in the degrees to which the new 
approaches have been mastered and implemented, and a 
greater economic realism will lead to different technical, 
organizational and financial levels among enterprises. 
Moreover, the vitally necessary innovative dynamism 
will reveal the advantages or shortcomings in the train- 
ing of cadres, and the advantages and shortcomings in 
the ability of our enterprises to formulate and fulfill their 
production, technical, commercial, financial and com- 
pany policies. 


Purpose of New Agricultural Tax Discussed 
24000091a Prague FINANCE A UVER in Czech 
Jan 89 pp 793-796 


[Article by Eng Stanislav Sourek, deputy minister of 
finances of the CSSR: “New Agricultural Tax’’] 


[Text] An important place in the restructuring of the 
economic mechanism is held by the restructuring of the 
system of levies and taxes paid by organizations. Its 
purpose is a comprehensive revision that will determine 
the functions, forms and amounts of levies and taxes in 
order to increase their weight and effectiveness all 
through the economic mechanism in a way that corre- 
sponds with more thorough application and effect of 
market relations and mechanisms than in the authorita- 
tive administrative system of management. The restruc- 
turing affects the whole system of taxes and levies, and 
above all comprehensive modifications of the agricul- 
tural tax which will apply as of 1 January 1989; the 
payments to the state budget and the income tax will be 
only partially adjusted as of | January 1989 in correla- 
tion with the new wholesale prices whose comprehensive 
overhaul is scheduled for 1990. 


In November 1988 the Federal Assembly approved the 
law on agricultural tax which will become effective | 
January 1989, in other words, one year prior to the 
comprehensive legal restructuring of the sector of pay- 
ments to the state budget, and of the income tax. On | 
January 1989 a new economic mechanism will be in 
force in the agricultural and food complex. Its organic 
component is a new agricultural tax linked with other 
economic instruments acting within that mechanism, 
and with the restructuring of procurement and wholesale 
prices. In these fundamental correlations it must be 
emphasized that the agricultural tax not only applies to 
every type of organization in our agricultural and food 
complex (JZD’s [unified agricultural cooperatives], state 
farms, enterprises of agricultural services, food industry, 
etc), but it also modifies the taxation of personal incomes 
derived from agricultural production. All this under- 
scores even more the great importance and impact of the 
new law on agricultural tax. 


The concept of several principles applied in the new 
version of the law on agricultural tax is new, although it 
is based on previous experiences with agricultural tax 
(whose many aspects have otherwise become outdated), 
but mainly on objectives which the whole new economic 
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mechanism must meet not only in the agricultural and 
food complex, but in all of our national economy, 
namely, primarily because 0? the effort to press for 
intensification and efficiency. 


One of the fundamental principles of the restructuring of 
the economic mechanism is the intent to give an objec- 
tive form to economic mechanisms and to unify them so 
that they affect in practically the same way all enterprises 
and organizations, no matter in which national eco- 
nomic sector they operate. This concerns mainly taxes 
and payments to the state budget, whether it may be the 
assessment of the factors of production, or taxation 
(payments) of the income type (from profits). The new 
agricultural tax fully applies this essential requirement. 


Its main purpose is to introduce a uniform tax on total 
wages and rewards equal to 50 percent of the wages and 
rewards paid in every organization of the agricultural 
and food complex—as well as in all other branches of our 
national economy (with some exceptions stipulated by 
the law, particularly in the service sector, and in a few 
other instances). This uniform tax which represents an 
entirely new factor in our agriculture is entirely justified 
not only in terms of the above-mentioned principles of 
uniform assessments of production factors, but also in 
terms of the needed pressure for efficient use of direct 
labor and for the introduction of advanced techniques 
and technologies. This 50-percent tax on wages and 
rewards, which will be covered from costs, is included in 
the calculation of new procurement and wholesale 
prices. In consideration of the specific aspect of agricul- 
ture, namely, the time lag between the costs (thus, also 
expenditures for the tax on wages and rewards) and 
returns, which stems from the seasonal character of its 
production cycle (especially in primary agricultural pro- 
duction), the law allows for appropriately staggered 
distribution of the payments of this tax to the state 
budget. 


Another very fundamental change in the new law on 
agricultural tax is the linear tax on profits, introduced in 
every organization of our agricultural and food complex 
and amounting to 50 percent of the profits. This solution 
conforms with the basic principle of equitable taxation 
of profits in the entire agricultural and food complex, 
and with the estimated amount of taxes (payments) in 
other sectors of our national economy according to the 
planned comprehensive revision of payments to the state 
budget and of the income tax. Along with the standard 
tax from the amount of wages and rewards, the standard 
tax on profits in every organization of our agricultural 
and food complex and in every kind of their economic 
operations will provide economic conditions for the 
integration, cooperation, association, etc., of individual 
Organizations in the agricultural and food complex. 


Unlike the heretofore determination of agricultural tax 
which taxes profits on progressive scale according to 
profitability, the new law introduces linear taxation of 
profits, namely—as mentioned above—a standard 50 
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percent tax for every organization in the agricultural and 
food complex and for every sector of its economic 
operations. This change is fully justified also because of 
the negative experience with the currently practiced 
progressive taxation of profits, but above all, because the 
standard linear rates of the tax on profits are objective 
and more stimulating. The practice of progressive taxa- 
tion of profits has often led, and still leads, to attempts to 
reduce that tax by intentional stagnation or lower 
returns, which means also higher costs and wasteful 
management. Consequently, the iow profitability of pri- 
mary agricultural production and hence, the low taxes 
resulted in disproportionately low taxation of profits 
from associated productions, which even the subsequent 
introduction of supplemental taxes could not remedy. 


Because the conditions in primary agricultural produc- 
tion (in the JZD’s, state farms and joint agricultural 
enterprises with most primary agricultural production) 
are unique in many respects, the law allows certain 
concessions for profits in primary agricultural produc- 
tion. The preferential treatment is formulated in such a 
way that in the above-mentioned agricultural organiza- 
tions the base (profits) from which the 50 percent tax on 
profits is calculated will be reduced at a standard rate per 
hectare of agricultural land (or water surface) by a 
deductible minimum in the range from Kcs 700 to | ,400, 
Or in joint enterprises with predominantly primary agri- 
cultural production according to a certain standard per- 
centual rate from production assets. When the law was 
formulated, the deductible minimum was not deter- 
mined at the same time also for other enterprises and 
organizations, particularly for those in the food industry, 
and therefore, it deals only with a specific aspect of 
enterprises engaged in primary agricultural production. 
The deductible minimum for the food industry or agri- 
cultural services will be determined only after, and in the 
same fashion as the general revision of comprehensive 
new laws on payments to the state budget and on the 
income tax. 


The third part of the agricultural tax in the new law on 
agricultural tax is the land tax. In general, it is a 
traditional tax which has been in force in our country for 
a long time; however, its provisions have already become 
outdated. This tax is not sufficiently differentiated and 
furthermore, it is on the whole too low and does not 
adequately fulfill its purpose, which is to draw off the 
profits from the land (deferential earnings I), and thus, to 
help curb excessive differences allowed by this factor in 
incomes of agricultural enterprises (and also of individ- 
ual workers in primary agricultural production). In the 
new version, the land tax is closely linked with another 
economic mechanism which acts in conjunction with the 
quality of the soil, and with objective assessments of 
other factors affecting the quality of the soil, namely, in 
the form of differential payments. This direct, obvious 
interrelation in the new version provides the basis for a 
rational system both for the land tax and for differential 
payments. 
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In view of the new procurement prices and of the general 
concept of the new economic mechanism in the agricul- 
tural and food complex, the land tax is substantially 
higher than the current one, but the differential pay- 
ments have been reduced. This is a more radical solution 
of the effects of differential earnings I. This concept as 
well as the structure of these mechanisms are intended to 
encourage more lucrative uses of the agricultural soil 
fund, particularly in more favorable conditions for eco- 
nomic production. 


The new rates stipulated for the land tax (from Kcs 150 
to 3,000 per hectare of agricultural land) are based 
mainly on the determination of the new classification of 
agricultural soil. To determine the land tax and the 
differential payments, all agricultural enterprises and 
cadastral areas in communities are divided into 42 
categories of economic production. According to the 
classification of the soil and other objective factors and 
conditions affecting the productivity of the land (such as 
pollution by toxic substances and other effects), these 
categories are listed from the most advantageous condi- 
tions (economic production group |) down to the most 
unfavorable conditions (economic production group 42). 
The amount of the land tax or differential payment is 
assessed for each economic production group. Following 
this assessment of the land tax, on the one hand, and the 
amount of differential payments, on the other, agricul- 
tural enterprises listed in groups 1-20 will pay the land 
tax, while enterprises listed in groups 21-42 will be 
exempt from taxation and on the contrary, they will 
collect differential payments. 


Moreover, the law on agricultural tax includes a revision 
of taxes on personal incomes earned from agricultural 
operations. Also, the new version of this important 
section of the law deviates quite conspicuously from 
current practice. The new taxation in this sector pro- 
ceeds mainly from the objective to coordinate taxes on 
personal incomes from agricultural activities with the 
taxes on other personal incomes, particularly with the 
taxes on personal incomes from independent gainful 
undertaking licensed by national committees. Another 
objective of the new revision is to secure adequate 
support (preferential treatment) for supplemental agri- 
cultural production by individuals engaged in small- 
scale cultivation of fruits and vegetables and livestock 
production. For that purpose the law stipulates that the 
tax base be reduced by Kcs 6,000 for all taxpayers; if the 
tax is less than Kcs 100, the taxpayer is exempt from 
payment of taxes. Furthermore, the new version intro- 
duces an important principle—that personal profits 
from in-kind consumption are not taxable; this provision 
intends to encourage citizens to cultivate agricultural 
lands and to become self-sufficient in agricultural prod- 
ucts for their own consumption, and thus, it promotes 
greater self-sufficiency. 


The law stipulates the standard principle that 50 percent 
of gross personal incomes from agricultural production 
be deducted as compensation for incurred costs; thus 
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one-half of gross incomes represents net income from 
which Kes 6,000 will be deducted. This is the tax base. 
These new principles for taxation of personal incomes 
earned in agricultural production give an objective form 
to preferential taxation for all taxpayers obligated to pay 
this tax; this cuts down administrative costs and proce- 
dures, and prevents possible speculations. Persons 
engaged in small-scale production of livestock and in 
cultivation and earning small income in particular are 
given preferential treatment, but the current exemption 
from taxes for small producers of livestock and for 
gardeners has been rescinded because the experience 
with it has been controversial and not entirely positive. 
The new version will raise to some degree personal taxes 
of individuals earning higher incomes from jobs in 
agriculture. 


Pursuant to the law, our citizens will continue to pay the 
land tax according to the tax schedule applicable for that 
particular category of economic production in the cadas- 
tral area in which the land is located. Specifically, this 
means that only citizens whose land is situated in cadas- 
tral areas included in the first categories of economic 
production will have to pay the land tax. Because the tax 
will not be assessed if it does not exceed Kcs 100, and 
because private citizens cultivate only small plots, the 
individuals who will pay the land tax will be mainly only 
persons whose land is located in cadastral areas listed in 
the first 13 categories of economic production. 


Agricultural tax is an important factor in every tax 
system, as it is in our country. Therefore, every change in 
the legal definition of agricultural tax is studied and 
weighed very carefully. Because of the specifics of agri- 
cultural production, the financial system and the system 
of management in general cannot be satisfied with mere 
application of the agricultural tax; consequently, several 
other financial mechanisms (of the price and nonprice 
type) which are now being introduced must always be 
linked with procurement and wholesale prices. This is 
the situation at present as regards the new legal determi- 
nation of the agricultural tax in force as of | January 
1989, along with major adjustments of the economic 
mechanism in our agricultural and food complex and its 
instruments, particularly the financial ones. Only such 
correlations (tax—financial mechanisms—procurement 
and wholesale prices) may have the desirable impact on 
intensification and efficiency of the entire agricultural 
and food complex. 


The review of all the above-mentioned correlations leads 
to the conclusion that on the whole, these changes will 
not alter the final outcome in relations between the 
agricultural and food complex as a whole and the state 
budget. Higher agricultural taxes and lower differential 
payments will be offset by the higher procurement prices 
and supplemental economic mechanisms. 


Nevertheless, there will be considerable differences in 
the impact of the new agricultural tax and other eco- 
nomic mechanisms on individual enterprises and orga- 
nizations, which is the purpose of the revision. This tax 
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and other mechanisms are designated to exert greater 
economic pressures for higher efficiency, cost-cutting, 
more lucrative use of land and of production assets, 
especially by organizations which under identical condi- 
tions for economic production have been achieving no 
more than average or even below-average results, espe- 
cially in terms of profitability. In particular, subjective 
causes, particularly mismanagement, must be eliminated 
because they raise costs, reduce profits and even cause 
losses. The new tax and the new economic mechanism of 
the agricultural and food complex are intended precisely 
for objective comparisons of the standards of the man- 
agement in individual enterprises. They should exert 
economic pressures so that hidden assets will be dis- 
closed and efforts will be made to improve the current 
situation. 


Naturally, this process will not happen spontaneously; it 
calls for betier management in every enterprise and 
organization, and for greater responsibility and authority 
of the JZD’s and state enterprises. The whole system 
must promote the practice of full khozraschet and self- 
financing as a way to better stewardship in every orga- 
nization. The importance of the agricultural tax and 
finances in general will grow in conditions of indepen- 
dence and accountability of every enterprise and organi- 


_ Zation operating within the agricultural and food com- 


plex, and in the new status and function of the center and 
its new attitude to the enterprise sphere. 


HUNGARY 


Hungary’s 1988 Statistics Released 
25000112a Budapest HET] VILAGGAZDASAG in 
Hungarian 11 Feb 89 p 7 


[Report: “Hungary in 1988, in the Light of the Central 
Statistical Office’s Report”’] 


[Text] According to a report that the Central Statistical 
Office released last week [the week of 30 Jan 89], 
Hungary’s population on | Jan 89 numbered 10.59 
million persons, 14,000 fewer than a year earlier. There 
were 124,000 live births in 1988, about 1,500 fewer than 
the year before. The number of deaths was 139,000, 
which was 3,500 fewer than in 1987. Last year 1,350 
Hungarian citizens received permission to reside abroad. 
So far, the authorities know of about 2,000 Hungarian 
citizens who have remained abroad without permission; 
720 Hungarian citizens returned home; and 2,190 for- 
eign citizens arrived in Hungary on immigration visas, 
92 percent of them Romanian citizens. (Of the Roma- 
nian citizens who have arrived in Hungary but do not 
intend to return home, 13,400 have received residence 
permits.) 


The gross domestic product (GDP)—the aggregate of the 
goods and services produced in all branches of economic 
activity—stagnated, instead of growing at the rate 
planned (between 1.0 and 1.5 percent). Its value at 
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current prices was 1,400 billion forints, by preliminary 
estimates. Reflecting also the improvement in our terms 
of trade, the actual growth rate of GDP was about 0.5 
percent. 


Instead of its planned 1|-percent rise, industrial produc- 
tion remained essentially at the preceding year’s level. 
The output of industrial state enterprises dropped | 
percent, while the output of industrial cooperatives rose 
10 percent. Industrial activity by private artisans and 
nonindustrial organizations also expanded. 


Within the production of industrial enterprises and 
cooperatives, the output of the sectors producing basic 
materials rose 1.8 percent, mainly as a result of increased 
demand and higher prices within trade denominated in 
convertible currency. 


Gross farm output rose about 4.5 percent, which was less 
than what had been planned: after a substantial drop the 
year before, crop production rose 8 percent; and live- 
stock production, | percent. (The grain harvest was 14.7 
million metric tons, which was 600,000 metric tons or 4 
percent more than the previous year. The output of 
animals for slaughter dropped | percent. Within this, 
however, the output of slaughter poultry rose.) 


The trade surplus at current prices was 37 billion forints 
(in contrast to a trade deficit of 6 billion forints in 1987). 
The national economy’s gross debt in convertible curren- 
cies rose also in 1988 (to an estimated year-end total of 
17.5 billion dollars). The overall deficit in the balance of 
convertible-currency payments on current account was 
smaller that in 1987, amounting to about 600 million 
dollars according to preliminary estimates. Within this 
balance of payments, the costs of debt servicing were 
higher, and net tourist receipts were substantially lower 
than the year before, but the trade surplus improved 
considerably. 


The balance of trade denominated in convertible cur- 
rency, including actual freight costs, showed a surplus of 
573 million dollars (in contrast to a deficit of 361 million 
dollars in 1987). This can be attributed primarily to a 
9-percent increase of export. Materials, farm and food- 
industry products accounted for a larger share of this 
increase than finished industrial goods did. 


Hungary had 18 million foreign visitors in 1988, 5 
percent less than the year before. The number of visitors 
from clearing-ruble countries dropped 15 percent, and 
the number from other countries rose 10 percent. Net 
tourist receipts in the case of visitors from clearing-ruble 
countries were 227 million rubles, about three-fourths of 
the amount in 1987. In the case of visitors from other 
countries, net tourist receipts were 39 million dollars 
lower than the 370 million dollars in 1987. 
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The number of Hungarians traveling abroad exceeded | 1 
million, a 1.5-fold increase over 1987. Hungarians 
crossed the border into Austria three million times, a 
fivefold increase. 


Per capita real income dropped by about 2 percent in 
1988; and per capita consumption, by between 4 and 4.5 
percent. 


As a result of the changeover to gross pay, and of the 
raises granted during the year, the average monthly gross 
pay of a blue-collar worker or employees rose to abcut 
8,800 forints. The average monthly net pay, after deduct- 
ing social security contributions and withholding per- 
sonal income tax, was around 6,800 to 6,900 forints. If 
we take the rise in the consumer price index into 
consideration, then this indicates a 6- to 7-percent 
decline in real wages. 


For the members of agricultural cooperatives, gross 
income from joint farming averaged close to 7,900 
forints a month, which left an average net income of 
about 6,300 forints a month. In real terms, the average 
monthly net income was about 3 or 4 percent lower than 
in 1987. Nominal income from small-scale farming rose, 
but such income declined in real terms. Extra income 
from spare-time work, particularly real income from 
enterprise workers’ business partnerships, declined at a 
faster rate than real wages did. 


In round numbers, 130 billion forints was disbursed in 
pensions, an 18-percent increase over 1987. The number 
of persons receiving pensions rose by 48,000 or 2 percent 
in one year, reaching a year-end total of 2,422,000 
retirees. 


The Central Statistical Office reports that the consumer 
price level’s rise accelerated significantly in 1988: on 
average for the year, the consumer price level was 15.7 
percent higher than the previous year, exceeding the 
15-percent rise planned. The price level of basic com- 
modities, which account for about half of total consump- 
tion, rose i 7.9 percent, faster than the average rate. But 
the rate of rise in the price level of consumer goods that 
are purchas<d less frequently, and are not prime neces- 
sities, was below average. 


Austro-Hungarian Joint Shipping Venture Formed 
25000116b Budapest NEPSZAVA in Hungarian 
30 Jan 89 p 4 


[Report: “Mahart Forms Joint Enterprise”) 


[Text] A joint company has been formed by Mahart 
{Hungarian Shipping Co., Ltd.] and the Preymesser 
Gmbh u. Co. KG of Regensburg [Austria] for the pur- 
pose of modernizing covered storage and transfer facili- 
ties for steel products at the port of Budapest. 
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The limited liability company named Ferroport has a 
starting capital of 20 million forints, which the two 
partners have contributed on a 50-50 basis. The new 
company will first build a 3,000-square-meter covered 
warehouse, using the starting capittial and additional 
money and goods contributed by the founding compa- 
nies. The roof structure of the warehouse will extend to 
the port, so that loading of the most delicate goods will 
be possible regardless of weather conditions. This will be 
the most modern water-ioading and storage structure in 


Hungary. 


The founders hope to contribute to protecting the quality 
of steel export items as we!! as speeding up loading and 
unloading of railroad cars aiid ships. 


Tentative Figures on 1988 Investment Spending 
Rel 

2500:0112c Budapest FIGYELO in Hungarian 

2 Feb 89 p 16 


[Article by Dr Ivan Kende: “Investments in 1988”; first 
paragraph is FIGYELO introduction] 


[Text] In the No 2/1989 issue of FIGYELO we published 
a forecast of how investment spending could be expected 
to develop in 1988. We based our forecast on the then 
available figures for the third quarter and November, 
respectively. Since then the first summary of investment 
spending last year has been compiled. According to the 
figures that are still tentative for the time being, the 
social sector’s investment spending in 1988 totaled 249 
billion forints at current prices, VAT excluded. This was 
6.0 billion forints more than investment spending the 
year before. Thus our forecast of between 250 and 255 
billion forints of investment spending has proven realis- 
tic. 


The 1988 national economic plan called for an invest- 
ment volume about the same as in 1987, assuming that 
the price level would remain unchanged. This expecta- 
tion has been fulfilled. Namely, the 2-percent rise over 
the base period in investment spending occurred at an 
average rise of 3 percent in the price level. In other 
words, the investment volume showed a slight rate of 
decline. 


The annual plan earmarked between 221 and 225 billion 
forints for investment, and actual investment spending 
exceeded the target by between |1 and 13 percent. The 
amount of overspending at current prices was about 24 
billion forints over the target’s upper limit, and nearly 30 
billion forints over the lower limit that was reduced to 
220 billion forints, as a result of the austerity measures 
during the year and in accordance with the reduced 
estimates of available financial resources. As the forecast 
had predicted, the overspending occurred in council 
investments (by 4.0 billion forints) and enterprise invest- 
ments (by 26 billion forints). 
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Overall spending on central investments remained at the 
planned level. Within central investments, spending fell 
short of the plan by 9 percent in the case of major 
individual investment projects, and by 6 percent on 
other central investments. 


Eleven billion forints was spent of the 12 million forints 
earmarked for major individual investment projects. 
More than four-fifths of the 11 billion total was spent on 
three impcrtant development projects: 5.8 billion forints 
for the Bos [Gabcikovo]-Nagymaros system of weirs, on 
the construction work in Hungary, which is proceeding 
on schedule; a total of 2.4 billion forints for continuing 
the first stage of the Paks Nuclear Power Plant and 
preparing its expansion; and 1.3 billion forints for the 
construction of the Budapest metro. 


Spending on the other major individual investment 
projects jointly (development of the mining of coking 
coal in the Mecsek, the No 5 plant of the Mecsek 
Ore-Mining Enterprise, the coking plant at the Danube 
Iron Works, and restoration of the Castle Hill palace in 
Buda) was barely more than 1.0 billion forints. 
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Work was in progress on seven major individual invest- 
ment projects at the beginning of 1988, and on six at the 
end of the year. The coking plant at the Danube Iron 
Works, planned for completion in 1988, was commis- 
sioned on schedule and within its budget. The new 
coke-oven battery is able to provide the planned | ,000 
kilotons/year of additional coking capacity, but its 
present capacity utilization (around 70 percent) is inad- 
equate. 


The Paks Nuclear Power Plant’s operating experience 
remains favorable. The four generating units placed in 
operation by the end of 1987 jointly produced 13,400 
GWh of electricity in 1988 (compared with the 12,000 
GWh planned). Thereby the Paks Nuclear Power Plant 
produced nearly half of the electricity generated in 
Hungary, and supplied a third of the domestic demand. 
Of the remaining work for the nuclear power plant’s 
completion in 1990, there is slippage only on building 
the facility for the final storage of radioactive wastes, due 
to delays in designating a storage site. 


Socialist Sector’s Investment Spending in 1981-88 


(in Billion Forints, at Current Prices) 


Decisionmaking Levels 1981 1982 1983 

Central investments 48.3 46.1 48.2 

Council investments 29.4 30.8 30.9 

Enterprise investments 105.1 108.9 109.1 

TOTAL 182.8 185.8 188.2 
/ 


1984 1985 1986 1987 1988 
(w/o VAT) 

50.0 52.0 49.9 55.4 52.2 

29.4 29.3 29.9 34.0 29.1 

109.4 112.8 127.6 145.6 168.0 

188.8 194.1 207.4 235.0 249.3 


Socialist Sector’s Investment Spending, VAT Excluded, by Decisionmaking Levels 
(at Current Prices, in Billion Forints) 


Decisionmaking Levels 1988 Spending (Tentative) 
Major individual investments 10.5 
Targeted investment programs 26.6 
Other central investments 15.1 
Central investments jointly 52.2 
Council investments 29.1 
Enterprise investments 168.0 
Socialist sector’s total investment 249.3 


1988 Target' 1988 Spending, in % of 
1988 Target 1987 Spending 

11.5 91 77 
26.4 101 99 
14.3 106 100 
52.2 100 94 
25.5 114 84 
142.0 118 109 
219.7 113 102 


‘Lower limit, reflecting the austerity measures introduced during the year. 


Spending on the planning, site preparation, and preser- 
vation of major individual investment projects totaled 
1.5 billion forints. (Besides the already mentioned 
expansion of the nuclear power plant, the preparation of 





the sites of the Lagymanyos Bridge on the Danube, the 
Durdevac weir and the [new] National Theater building; 
and the preservation of the structures for the develop- 
ment of quarrying in Recsk, and of the Csongrad weir.) 
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Spending on targeted investment programs totaled 27 
billion forints, practically the same amount as the year 
before. Half of this amount was spent on two priority 
investment programs (development of the national tele- 
communications network and of the hydrocarbon indus- 
try, respectively). As a result, telephones were installed for 
about 76,000 subscribers in 1988; furthermore, the hydro- 
carbon industry’s development helped to produce and 
transport 6.3 billion cubic meters of natural gas and 2.0 
million metric tons of petroleum, approximately the vol- 
umes planned. A fifth of the total spending on targeted 
investment programs served to develop the railroad net- 
work; and a tenth, the management of water resources, 
including the construction of sewage treatment plants in 
conjunction with the [Bos-Nagymaros] system of weirs. 


In the category of other central investments, spending by 
the ministries and other central agencies totaled 15 
billion forints, the same amount as in 1987. More than 
40 percent of this total was spent respectively on the 
development projects of the Ministry of Social Welfare 
and Health and of administrative agencies, and on 
investment projects undertaken on the basis of various 
state commitments. 


The councils spent 29 billion forints on national eco- 
nomic investments, which was nearly 6.0 billion forints 
less than in the base period, but 4.0 billion forints more 
than had been planned. The plan had anticipated a 
26-percent cut in comparison with the preceding year’s 
investment spending, but ihe actual cut was only 16 
percent. The councils boosted their purchasing power in 
the investment market—and partially offset the cuts in 
their investment allocations—by issuing bonds and 
““teglajegyek” [brick certificates], and by obtaining also 
venture capital in addition to special-purpose loans. 


Despite the plan’s overfulfillment, investment spending 
was less than the year before in all branches, except 
health and social welfare, and also municipal, adminis- 
trative and other services. Within the category of council 
investments, the rate of decline in investment spending 
on personal and commercial services—these include also 
housing construction and account for the largest share of 
the councils’ investment spending—was above average: 
25 percent in comparison with the base period. A signif- 
icant factor contributing to this decline was the fact that 
the 1987 national economic plan had called for building 
6,000 state-owned housing units, but the 1988 plan had 
called for merely 3,000 units. Spending on investments 
for education and cultural services declined by about 14 
percent, which was more moderate than in the preceding 
years. 


The 168 billion forints that the enterprises spent on 
investments exceeds (by 15 and 26 billion forints, respec- 
tively) both their actual investment spending the previ- 
ous year and the annual plan’s target. Expansion of the 
enterprises’ retained earnings enabled them to finance 
the additional spending. At the same time, their borrow- 
ing and state grants declined slightly in comparison with 
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1987. About 80 percent of the enterprises’ investment 
spending was for development projects that they were 
able to finance exclusively from their retained earnings 
(without outside help). 


Wold Bank Loan Terms Too Strict To Benefit 
Small Enterprises 

25000159b Budapest FIGYELO in Hungarian 

16 Mar p 9 


[Interview with National Association of Entrepreneurs 
president Janos Palotas by Robert Becsky: “Small Enter- 
prise Foreign Trade: The Smallest Milking Cow....”; date 
and place not given] 


[Text] It was reported not too long ago (FIGYELO No 2, 
1989) that a World Bank loan earmarked for structural 
transformation purposes has been signed. This is the 
third such loan. One new feature of the credit package is 
that a segregated fund of 10 million dollars can be used 
only as a supplemental resource by small enterprises with 
fewer than 60 employees on investments related to 
export development. Are there any ideas as to how this 
sum of money will be put to use? And in general: to what 
extent did the expansion of authority to engage in foreign 
trade help small entrepreneurs? Among other matters, 
we asked Janos Palotas, the newly elected president of 
the National Association of Entrepreneurs [VOSZ], 
these questions. 


[FIGYELO] More than 300 private entrepreneurs 
acquired authority to engage in foreign trade. Counting 
small cooperatives, there may be more than 300. Is this 
a lot, or does this number reflect too few entrepreneurs 
engaged in foreign trade? 


[Palotas] It is hard to judge this matter by numbers. 
Depending on the size of a given country, of course, 
small ventures are not export oriented anywhere. Their 
natural clienis are domestic “consumers.” This does not 
rule out the possibility that we would find small enter- 
prises even at the largest foreign exhibits. The number of 
small enterprises engaged in foreign trade appears small 
if we compare those few $10-million export sales con- 
summaied by small enterprises to the total, almost $6 
billion worth of convertible currency exports. In devel- 
oped countries the export share of small enterprises is 
well above 10 percent, in Hungary it does not even reach 
one half of one percent of the total exports. 


[FIGYELO] Yes, but small entrepreneurial foreign trade 
started out from a rather low level—actually only during 
the past year or two. 


[Palotas} One could say that by now, from a legal 
standpoint the regulations are flawless. Anyone can 
acquire the authority to export anything, except 
exempted products. All that has to be done is to issue a 
statement to the effect that the applicant is familiar with, 
and is aware of applicable laws, the foreign exchange 
code, etc. It is yet another matter that export income 
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must be converted into forints pursuant to the rules of 
restricted foreign exchange management, meaning that 
quite often an exporter lacking foreign exchange has no 
access to machines, materials and component parts 
needed to compete in foreign markets. Accordingly, 
while in legal terms restrictions are minimal, in eco- 
nomic terms they are very stringent. 


[FIGYELO] But is it not true that the law on business 
organizations provides an opportunity for private entre- 
preneurs as businessmen to import means of produc- 
tion? And as a result of import liberalization, they can 
import any prodnct which fall into the categories for 
which restrictions were lifted. 


[Palotas] This is theoretically true. The big question 
is—and I would not dare to answer this question—how 
this system will function absent the domestic convert- 
ibility of the forint. I am afraid that it will be indeed 
easier for larger enterprises to purchase machines and 
component parts paid for in convertible currencies, 
while small entrepreneurs with restricted foreign 
exchange resources will not have an easy job in the future 
to effect convertible currency imports. 


[FIGYELO] Would it not be more advantageous to small 
entrepreneurs to utilize the services of specialized for- 
eign trade firms, as long as they themselves do not 
conduct export and import transactions, i.e. on their 
own authority? 


[Palotas] Indeed, this is characteristic in market econo- 
mies, even though there are no obstacles to indepen- 
dently engage in foreign trade. This is so because foreign 
trade requires special knowledge which is not available 
within small firms. Hiring a specialist for such purposes 
would not be economical unless the volume of foreign 
trade so justifies. Unavoidably, however, firms special- 
ized in foreign trade find only large quantity and large 
volume trade as economical. One could say that paying 
for the overhead makes a certain volume of trade neces- 
sary. Although as a result of the size of Hungarian foreign 
trade enterprises the threshold volume in Hungary is 
even higher, it is not the threshold volume that makes 
the real difference. I know how this works in a few 
developed countries. I can say that it does not pay to get 
involved in the administration of small company exports 
in those countries either. Small company exports become 
uneconomical as a result of the related state subsidies. 
Namely, at the state level small enterprise is not viewed 
as the best, but as the smallest milking cow. An Austrian 
or West German small entrepreneur who employs one or 
two persons cannot afford to pay for his participation at 
the Hannover fair. Nevertheless we still find small entre- 
preneurs at the Hannover fair and at other fairs, because 
they pay only 5-10 percent of the participation fee, the 
rest is paid by the state. Or take for instance market 
research needed in order to enter a market. That too 
involves no small amounts of money, and a foreign trade 
company would not accept such an undertaking without 
state contribution. Taken together, state subsidies are 
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still worthwhile and economical, because small enter- 
prises functioning mostly as “background industry” 
increase the competitiveness of the economy to a far 
greater extent than what is reflected in their actual share 
of exports. Not to mention the job creating role of small 
enterprises. 


[FIGYELO} If foreign trade connections are this sparse 
among small entrepreneurs, the number of other trans- 
actions, such as cooperative transactions may be even 
smaller. 


[Palotas] Except for small cooperatives, prior to the end 
of 1988 a small entrepreneur could not even establish 
lasting cooperation. One could speak of linking goods, at 
most. In this regard the law on business organizations 
may produce a substantial change. Namely, it is clear 
that exports are favored from the standpoint of taxation, 
which means that taking advantage of lower taxes. small 
entrepreneurs will attempt to enter foreign markets by 
attracting foreign capital for example. Even though this 
too has its darker side. The small entrepreneur—and this 
applies also to large enterprise—seeks foreign connec- 
tions because through such connections he can obtain 
tax advantages among other matters. This approach may 
result in the appreciation of the foreign partner's capital 
contribution, because his participation produces money 
also as a result of reduced taxes. 


But irrespective of whether small entrepreneurs link 
goods or establish cooperative relationships, neither of 
these can be significant, ur definitive. The natural mar- 
ket for small entrepreneurs is the domestic market. 


[FIGYELO] Thus far domestic credit opportunities were 
of not much held to small entrepreneurs entering the 
foreign market. It is known that smail entrepreneurs, 
small enterprises were as rare as a three dollar bill among 
those who took export development loans. The contract 
just signed with the World Bank stipulates that a sepa- 
rate fund be set aside for such purposes. What results do 
you expect? In general: were your views considered in the 
development of this provision? 


[Palotas] I will begin by answering the second part of 
your question first. About half a year ago we were 
contacted by the World Bank, the Ministry of Industry, 
the Hungarian National Bank and other organizations. 
We agree with the desirability of targeting loan funds for 
a specific constituency and for a specific purpose. It is no 
coincidence that in the FGR and in other countries it is 
a legal requirement that the implementation of a certain 
percentage of state financed large investments must be 
awarded to small enterprises. It is obvious that in the 
absence of such requirements—under equal bidding con- 
ditions—the related contracts will be awarded to large 
enterprises. If this took place once or twice, a small 
enterprise would not even enter its bid the third time, 
even though the role of small enterprises, such as in the 
area of job creation, is indispensable and necessary. 
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Accordingly, we gladly welcomed the initiative and 
assessed the market. We sent out a questionnaire trying 
to find out who, for what purpose and for what duration 
would be interested in taking out export development 
investment loans. We also wanted to form an opinion as 
to what credit terms would be feasible. 


[FIGYELO] And what did you find out? 


[Palotas] According to the responses, some 100 entrepre- 
neurs could find foreign markets for their products, but 
this would require loans amounting to about 30 million 
dollars. These declarations of intent also revealed that 
once the investment is operational, some time would be 
needed before they could begin repaying the loan, per- 
haps they would count on gradually increasing install- 
ment payments over a period of 5-8 years. 


[FIGYELO] And are such terms reflected in loans 
financed by the World Bank? 


[Palotas] Unfortunately, such terms are not available. I 
do not know who made the final decision. The fact is that 
loans will be made available with an interest rate higher 
than what we recommended, with tighter maturity dates, 
and without an initial delay in payments. 


[FIGYELO] I do not wish to defend the Hungarian 
National Bank or the Ministry of Industry, but it is 
known that the conditions set by the World Bank are 
rather stringent. Why do you expect exceptional treat- 
ment? 


[Palotas] That is not the issue. We know very well that 
loans were taken in hopes of 20-25 percent profits, along 
with 4-5 years for repayment out of net sales proceeds. 
Most of these were large enterprises of course, where 
exports resulting from these investments were not the 
only resources that financed the loans. Or, with this 
investment they were able to establish the basis for the 
profitability of other activities. A three year loan matu- 
rity is unacceptable in the case of a small enterprise. 
After all, the equipment must be purchased, to accom- 
plish this one needs foreign exchange perhaps, one must 
enter the world market without being known, and yet, 
already during the first year a small enterprise would 
have to produce a 20-percent profit (because of the 
interest). Under these conditions the borrower assumes a 
burden which he will not be able to live with. I repeat 
that it is indeed characteristic of small enterprises that 
they can count on better returns with smaller capital 
investments, but only if the conditions are appropriate 
for the fulfillment of commitments. 


And now I will answer the first part of your question. I 
do not view it as a coincidence that other enterprises are 
not unanimously enthusiastic about World Bank credits. 
Whereas in the state sphere one could count even on 
state support. There is hardly any such thing in the small 
entrepreneurial sphere. Accordingly, I am rather skepti- 
cal about the the way the present credit is structured. 
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{[FIGYELO] We did not discuss ruble trade which 
amounts to about half of our foreign market connec- 
tions. What are the chances of small entrepreneurs in 
this respect? 


[Palotas] An endeavor should be made to liberalize 
socialist exports and imports. It is perfectly obvious that 
small entrepreneurs should not be left behind in a 
market of this size. The contingents specified in intestate 
contracts cannot be handled by small entrepreneurs of 
course. But for example the Soviet Union—and oihers, 
too—show an inclination to establish bilateral relations 
at the enterprise level. I can say this on the basis of 
personal experience: there are very many CEMA country 
products subject to bargaining because they are compet- 
itive on an intra-CEMA scale, and may serve as trump 
cards so that goods with a similar competitive character 
could be shipped in payment. While there is no shortage 
of that certain product in the given country, we are 
unable to obtain such goods for reasons described above. 
But if a Hungarian small enterprise—and the size does 
not matter here—establishes direct contact with a Soviet 
firm, it can buy that product without any further prob- 
lem. I find it very important that small enterprises can 
make openings, that they make openings also in the 
direction of CEMA. We are thinking of this in the 
framework of the banking system, and not in terms of a 
trading house, or merchandise exchange. I do not think 
that we should worry about our partners using their usual 
funds for these purposes to buy up our goods, without us 
finding some merchandise which is important to us, and 
which is of the same value. 


Entrepreneurs’ Information Exchange Club 
Formed 

25000116d Budapest NEPSZAVA in Hungarian 
24 Jan 89 p7 


[Report: “Entrepreneurs’ Club and Manager Training”’] 


[Text] An entrepreneurs’ club was formed in Budapest 
on Monday as a loose organization of individual and 
joint undertakings. Exchange of technical ideas will give 
participants the opportunity to expand their legal and 
financial knowledge and to discuss experiences. 


According to plans, foreign businessmen, merchants, 
producers, and managers will also be included. Meetings 
will be held once a month in the VSZM Cultural Hall 
(Fehervari Street 120, Budapest X1). 


The Management Training Center of Northern Hungary, 
Inc., was formed in Miskolc on Monday to give further 
technical, management-science, and organization theory 
training to industrial experts. 
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Entrepreneurs Struggle With Special Tax, Find 
Loopholes 

25000159a Budapest FIGYELO in Hungarian 

9 Mar 89 p8 


[Article by Maria Demcsak: ““What’s Happening in the 
Small Enterprise Sector: Entrepreneurial Ventures in 
Pieces”’] 


[Text] Entrepreneurs are famous of being able to make a 
living even on the North Pole, moreover, by magic they 
are able to make business flourish where the state sector 
proved to be a fiasco. Nevertheless the 50 percent 
entrepreneurial tax burden assessed in the name of 
sector neutrality, as well as other burden has cut into 
even the most flourishing ventures. But they are entre- 
preneurs so as to discover instant solutions, small back 
doors, and changes in organizational forms thus far 
catered to them on trays, which make it worthwhile to 
continue risking their assets. The big question is this: 
what will be the consequence of the trends that have 
begun among entrepreneurs? 


Today’s most popular organizational form among entre- 
preneurs is the limited liability corporation [KFT]. Most 
economic work collectives [GMK] and small coopera- 
tives which care about the way they look have a vested 
interest in one or two KFTs already. If these GMKs or 
small cooperatives were clever, they struck deals already 
last year, in days when general tax benefits were granted 
to business organizations. If they did not act quickly 
enough, beginning on | January they will pay the least 
tax on withdrawals from income earned on the capital 
share contributions to new companies only if they par- 
ticipate in KFTs in which there is foreign participation, 
or make tax-free withdrawals if appropriate foreign 
participation exists. 


For many of them, and this applies mainly to small 
cooperatives, it is worthwhile to transfer all removable 
capital into another or several other companies, because 
if the new KFT has relatively low capital, the tax rate in 
several small KFTs remains only 40 percent, and there 
are no regulatory wage restrictions, bookkeeping is made 
easier, and the obligations toward the state are smaller. 
With the establishment of a mixed ownership company 
the tax benefit applies for five years, and even a tax 
exemption can be obtained. Small enterprises with good 
reputation and with Western business connections have 
no difficulty establishing mixed ownership companies. 


It would be an injustice to accuse every entrepreneur 
who formed a new company or companies by saying that 
they took advantage of the opportunities offered by the 
new law on business organizations only to alleviate their 
tax burden. Other aspects too were weighed by profes- 
sional entrepreneurs who risk significant assets of their 
own. Here I have in mind primarily those who are active 
in small cooperatives. These aspects have their basis in a 
strong desire to increase assets, an intention which flows 
mainly from one’s interest in assets. 
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Sandor Ficza, manager of the Texo venture had this to 
say: 


“It is not worthwhile to enter into relatively large volume 
businesses under the present economic regulatory system 
which concentrates on withdrawals through taxation at 
any price. 


“Aware of substantially lower tax burdens, our small 
cooperative consummated its contracts in 1984 and 
1985, and therefore our activity turned into a loss. The 
venture became insolvent as a result of the distorted 
ratio between profit accumulations and withdrawals. 
Our unfilled orders were encouraging, except for the fact 
that there was no capital left to accumulate. There are 
some frightening rumors concerning the indivisibility of 
small cooperative assets. Our solution was to diversify 
our activities whenever possible, to attract foreign capi- 
tal, and to transfer our sales to duty-free areas. In this 
way we established KFTs and joint enterprises, and over 
and above our liabilities, we salvaged the assets of the 
small cooperative. It was not difficult to find a foreign 
partner, after ali, the foreign capital share over and 
above the necessary 30 percent founding capital may be 
perceived as an advance payment. A 3 billion forint sales 
volume may be expected from the enterprises named 
Texo. 


“We are doing well, also our foreign partners are satis- 
fied, but the Hungarian state does not collect a single 
cent as a result of our activities. 


“It would have been much more rational to permit the 
small organizations grow according to their own laws, 
along with an acceptable tax rate, say, 20-30 percent. 


“Small cooperatives have adopted a viewpoint, accord- 
ing to which the best solution is to assume debts to the 
extent of the value of common assets, in the event that 
the indivisible part of the assets cannot be salvaged. This 
viewpoint was forced upon us and contradicts every 
sober idea as well as the essence of the cooperztive 
movement which should be the strengthening of the 
ownership viewpoint. 


“Would the state budget not have benefitted if this year, 
just as in previous years, I would have paid my 35 
million forints in taxes, and a significant part of the 
profits would not leave the country without being 
taxed?” 


Laszlo Csik, Orient Small Cooperative: 


“Our cooperative too participates with part of its assets 
in various companies, KFTs and stock corporations. We 
may also include here the specialized groups, because in 
most instances they receive credit from the parent coop- 
erative. New companies are not being formed because 
there is a law. Wherever the activities of individuals are 
based on one another, it is not at all sensible to establish 
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a company. But in places where several kinds of activi- 
ties are pursued, like in our small cooperative, and where 
the weight, the proportion of activities is in constant 
change, and where the degree of risk is different, it is 
worth our while to form a company. In some instances 
one cannot disregard the distribution of risk among 
partners whose assets are put at risk, and through that 
the kind of decisional authority he acquires, and the 
extent to which he can influence the others. Every 
member invested his assets into the cooperative. For this 
reason every member has a vote. The size of the capital 
share is not uniform, not to mention the fact that the 
degree of risk involved in various activities is also very 
different. 


“By risking larger amounts of assets one may rightfully 
expect to cast a vote which weighs heavier when it comes 
to decision making. This cannot be accomplished in a 
small cooperative, but it can in a KFT. To some extent 
the risk factor becomes harmonized with the decision. 
The other great disadvantage of the small cooperative 
form is that neither outside capital, nor a legal entity can 
be drawn into such organizations. Small cooperatives 
must surrender developmental opportunities which 
could materialize with the help of foreign operating 
capital. 


“When someone leaves the company, he disposes over 
the capital share he brought in, as well as over a 
proportionate share of the accumulated assets by being 
able to sell those. In the case of a small cooperative, upon 
leaving a member takes with him his share of assets, in 
the case of a KFT he can only sell that share, and thereby 
the assets of the enterprise are not diminished. Within a 
company a private person can handle his capital in a 
much more flexible manner. One of the chief arguments 
supportive of the idea of small cooperatives forming 
KFTs is that they can much better personalize the share 
of assets belonging to individuals.” 


Istvan Kovacs, Economix Small Cooperative: 


“One of the main reasons why small cooperatives form 
companies is that the membership is dissatisfied with the 
National Federation of Artisan Cooperatives [OKISZ] 
and with the representation of cooperative interests 


because OKISZ objected to the idea of small coopera- _ 


tives becoming part of the business organizations. The 
1988 law concerning entrepreneurial taxes placed coop- 
eratives at a disadvantage as compared to business 
Organizations, from the standpoint of being motivated 
by assets. Our membership decided that together with 
the University of Economics and with foreign advisers it 
will establish an Innovation Park KFT, for which we 
pledge part of our assets. 


“The general meeting adopted a position according to 
which it wants to sustain the small cooperative also in 
the future, because the cooperative movement has the 
advantage of uniting people. The membership insists 
that as a small cooperative it has a voice at the general 
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meeting concerning the strategy to be followed by the 
KFT, the way it should function. The small cooperative 
provided 50 percent of the KFT’s initial capital, the 
university and the consultant each provided roughly 20 
percent. The university has a greater voice in the KFT, 
because it is the owner. The university was unable to join 
the small cooperative. Cooperative members are the 
owners of the assets pledged to the KFT; we personalize 
the assets pledged on the basis of a variable point system. 
We want to distribute the resultant dividends among 
members according to the size of their capital contribu- 
tion. The KFT is a professional undertaking, operating 
under strict conditions. Professionals occupy leadership 
positions, and the managing director is liable to the 
extent of all of his personal assets. 


“Despite the horrible specter of nationalizing the indi- 
visible assets, we left assets worth 26 million forints with 
the cooperative, and quite naturally we insist on owning 
those assets and are not willing to accept that those assets 
belong tu OKISZ upon terminating the cooperative. 
Until such time that the issue of cooperative assets is 
settled in a satisfactory manner, standing on mere than 
one footing is wise. The starting capital of the KFT 
amounts to 13 million forints. Quite naturally, taking 
advantage of tax benefits was also a consideration when 
we established a mixed ownership KFT, but that was not 
the decisive issue. We enjoyed tax benefits aiso in earlier 
days as a result of research and development activities. 
The advantage gained from having attracted foreign 
capital is the access to foreign markets.” 


Small cooperatives today manage various companies, 
use cooperative assets as operating capital, and in a 
peculiar way, they function virtually as holding compa- 
nies. The goal is to make these assets grow. With the 
proliferation of KFTs and stock corporations, the num- 
ber of players is on the increase. This clearly serves to 
strengthen competition. The many small organizations 
expand the entrepreneurial sector. As described above, 
individually they contribute less taxes to the state bud- 
get, but the lesser amount of taxes are paid by a substan- 
tially larger number of companies. Accordingly, it is 
possible that in the final analysis a larger number of 
companies paying smaller amounts of taxes outweighs 
the opposite situation. Under the new company form the 
growth of assets can be verified clearly. New companies 
are generally formed by attracting outside capital. Pri- 
vate persons pay taxes even if their companies enjoy tax 
benefits or are tax exempt, and similarly they also must 
pay sales taxes. 


Even those who feel compelled to elect a new form of 
business organization can multiply their starting capital 
at the securities exchange market, which will evolve 
sooner or later as business organizations begin to effer- 
vesce. It will measure actual achievements. The increase 
of assets in new business organizations may be an actual 
increase, the way it appears on the balance sheet, or may 
be a multiple of the actual figure, as judged by the 
marketplace. Founding capital deposits may be sold for 
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even ten times as much as their book value. In KFTs one 
may also speculate concerning the success of the organi- 
zation. This is unlike cooperatives, where the only mat- 
ters subject to speculation are the payment of dividends 
and the maximum utilization of assets. Good business 
reputation multiplies the value of real assets. 


Accordingly, the proliferation of companies, the break- 
ing up of large enterprises into small ones does not by far 
produce harmful consequences to the people’s economy, 
as long as these events lead to the evolution of a healthy 
perspective on assets. But a few more fixtures are needed 
before the entrepreneurial economy is fully charged. 
These are the realistic perspective on assets, the capital 
market, a money market, a securities exchange, and the 
measurement of worth through stock quotations. 


We are also awaiting the law on transformation. We can 
be absolutely confident about the fact that if we permit 
them to do so, entrepreneurs will find the best forms for 
increasing their assets, which, in the final analysis is not 
of primary benefit to the state tax coffers, although in the 
long run it too will make gains as a result. 


In Lieu of a Necrology 


The leadership of the organization which represents the 
interests of entrepreneurs has some problems. This is 
what the 300 members felt during the initial tense 
meetings of the general meeting—those who bothered to 
appear and who sacrificed their Saturday to attend the 
general meeting of the National Association of Entrepre- 
neurs [VOSZ]. They felt that something was kept secret, 
that the atmosphere lacked sincerity and that it was 
somewhat 2iarming. The mood was different the year 
before, when the crowd glowed with enthusiasm in a 
room filled to capacity. At that time the task was to 
establish a useful, fighting association, with leaders fit 
for the task. At that time they were certain that the 
entrepreneurs’ cause was placed in good hands. 


The results of the past year proved the membership was 
correct. The accomplishments were assessed by way of a 
VOSZ membership questionnaire, and the outcome was 
clear. A large majority of the members was satisfied with 
the workings of the board. VOSZ represented its mem- 
bership with a fighting spirit, and it did so not only for its 
close to 4,000 member organizations, but also for all the 
small entrepreneurs, as well as private and partnership 
entrepreneurs. Prior to the introduction of the entrepre- 
neurial tax system VOSZ resorted to unusual methods: 
they tried to convey their message by directly convincing 
representatives about the direction in which financial 
policies which render enterprising impossible would 
lead. The difference between the original and the final 
version of the law on business organizations may be 
credited not to a small extent to the association’s experts. 
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During the past several months it s. . ned as if VOSZ had 
lowered its volume. This, of course, may have resulted 
from the fact that entrepreneurs were busy with their 
taxes, and that the association was preparing to debate 
scheduled legislative proposals. 


Unfortunately, however, some other factors too contrib- 
uted to the silence. VOSZ president Peter Simsa 
announced that he was tired and that he no longer 
wanted to head the association. His own enterprise 
suffered great harm as a result of the fact that its No | 
leader was busy day and night with other matters: with 
community work. It is likely, however, that the leader- 
ship of the young association did not sufficiently mature 
to survive a change in leadership, and particularly the 
departure of a leader, whose name is linked to the 
establishment and accomplishments of the organization. 
This is shown by the consequences. 


The workings represented a joint effort of course, but the 
results and fiascos may be attributed to the president, the 
copresident and to the members of the board. The other 
definitive personality in the association, copresident 
Janos Palotas announced his candidacy for president, 
(because a competition to fill the post was announced). It 
was probably at this point that personality conflicts 
began, because Peter Simsa did not feel that his associate 
would be suitable for the leadership post. At the general 
meeting the nominating committee did not choose Janos 
Palotas, but instead nominated Sandor Ficza, a manager 
and entrepreneur. 


As it usually happens in such instances, the personal 
conflicts also divided the board. The atmosphere at the 
general meeting became explosive. As a result of only 
sensing this conflict, the membership repeatedly called 
on the highly regarded outgoing president to explain his 
reason for leaving. The president kept quiet, apparently 
because he did not want to drive the workings of the 
general meeting in the direction of anarchy. 


Gathered to cast its vote, the membership valued greatly 
the workings of both its president and the copresident. It 
insisted by al! means on continuity and on maintaining 
the security offered by the association, and in a natural 
way it tied these two criteria to the personalities of the 
two leaders who enjoyed the membership’s confidence. 
Virtually from the first moment on it could be felt that 
Janos Palotas would be elected president. Except that in 
the meantime the hours was late, passions turned against 
Peter Simsa, and many members left the meeting room, 
disappointed in both leaders and in the association. 


Personal issues dominated in the course of the general 
meeting. Not much was said about the advantages that 
may be derived from the association changing into a 
social organization, how VOSZ should deal with organi- 
zations of mixed ownership which mushroomed as a 
result of the law on business organization, what new type 
of interest representation work VOSZ would be required 
to pursue, and whether those who thus far performed 
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some very useful work would be willing to participate in 
pursuing interest representation. Who was in the mood, 
who had any enthusiasm left to work after such a bad 
tasting and entirely superfluous clash of personalities 
which was accompanied by division? 


Janos Palotas, the newly elected president has some 
tough matters to deal with. Unity in leadership must be 
reestablished, the organization must be brought to life. 
Namely, there is no alternative to continuing the work of 
this interest representation organization which by now 
has become irreplaceable. 


Trade Rule Enforcement Raises Software Prices 
25000161a Budapest FIGYELO in ":ngarian 
16 Mar 89 p 7 


[Article by Gitta Takacs: “Software Trade: Black, White, 
Yes, No?”] 


[Text] In recent months the price of personal computer 
software in the domestic market has increased by 100- 
150 percent. This is perhaps the only sphere of the 
economy in which thus far an opposite trend emerged: a 
continuous decline in prices has become characteristic. 
The cause of the price increase: they are experimenting 
by trying to enforce international trade rules with respect 
to one slice of Hungary’s confused software market. 


According to estimates based on business data, there are 
50,000 to 55,000 personal computers [PC’s] in Hungary. 
Some 20-25 percent of these PCs are linked to local 
networks. This is a higher ratio than in other parts of the 
world. Hungarian businesses utilize 2,500-3,000 PC net- 
works. Tise technical essence of these networks: within 
certain geographical limitations—generally a circle hav- 
ing a 1-kilometer radius—several personal computers 
are linked together. Thus they can “communicate” by 
quickly manipulating data, have access to common data 
bases or to data stored in the memories of neighboring 
machines, and can thus be applied well by various units 
of a factory, in warehouses, banking locations and in 
hospitals, and for the performance of various adminis- 
trative, production programming, accounting, manage- 
ment, educational, etc. tasks. Usually the introduction of 
a PC network creates a new management and production 
environment in a given institution, the sharing of com- 
puter technology resources, and with those the sharing of 
information stored in these machines. The simultaneous 
accessibility of such information from several locations 
provides a new outlook to enterprise management, and 
permits more flexible production organization and 
administration. 


For enterprises and institutions struggling with a short- 
age of funds the PC is the most affordable type of 
computer, even though it may not always provide the 
needed capacity. Linking these machines into a network 
permits better utilization of their potential and capacity, 
and thus one may expect a continuing increase in the 
number of PC networks. Thus it is no wonder that quite 
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a few comments express lack of understanding in places 
where thus far there were no available investment funds 
for the establishment of PC networks, and this year twice 
as much money must be paid for such networks as last 
year. Why? Let’s find the reasons. 


Colors in the Market 


The initial personal computer networks were installed in 
Hungary around springtime, 1985. Suddenly thereafter 
they began to use a rather large number of network types 
(See below: FIGYELO No 15, 1986). PC networks 
spread greatly last year and the year before. Consistent 
with international guidelines which took shape in the 
meantime, an increasing number of these networks were 
equipped with the American Novell company’s com- 
mand software. Then a rare situation evolved in the 
Hungarian computer arsenal: 90 percent of the PC 
networks were equipped with Novell software. During 
the past two decades that arsenal included countless 
types of hardware and software and was rather hetero- 
geneous. Accordingly, in this part of computer technol- 
ogy a uniform computer applications medium was estab- 
lished, complete with the advantages that may be 
enjoyed in terms of service provisions, software prepa- 
ration, etc. 


The Novell company has been listed on the stock 
exchange only since February 1985. In previous years its 
sales have increased on an exponential basis, by now the 
company’s world market share has reached 60 percent. 
As of the end of last year 2.5 million PC’s were linked 
throughout the world with some network using Novell 
software. 


Novell software products under the brand name Net- 
Ware were sold by many in Hungary, simultaneously in 
several “colors.” The largest profits were generated by 
the “black” color, meaning, that once the code that 
protects the software was solved—and Hungary has 
some excellent programmer specialists who do that—the 
software is copied from one disk to another, and the 
other disk is sold. For the disk and for some cerebral 
work exerted to break the code they asked 80,000, 
180,000, 280,000 forints per copy, disregarding every 
international trade rule, and laws pertaining to authors’ 
rights. As they say: pricing was accomplished through a 
“perpendicular striking of the stomach.” 


For those who felt that the black color was too dark, they 
also marketed “gray” software. Peter Vadasz, president 
of Microsystem Small Cooperative had this to say about 
the practice: “Microsystem was never brave enough to 
sell pure "black network command software, copied by 
Microsystem. We sold "gray software, we bought it 
from Taiwan merchants in large quantities, and we can 
prove the origin of each copy by way of an invoice. I 
would not say, of course, that we had no idea why one 
can by software in Taiwan at one eighth of the price 
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asked for in Western Europe and in America.... But 
researching Far Eastern legitimacy is not the job of a 
Hungarian small cooperative, after all.” 


And “white” software, NetWare disks purchased from 
an authorized Novell dealer (or retailer), considered as 
legitimate by professionals, was as rare in Hungary until 
last fall as a white raven. 


Losses suffered by the Novell company were not consid- 
erable as long as there were only a few dozen black-gray 
NetWare copies in the Hungarian market. But the “PC- 
boom” caught up also with Hungary. 


A year and a half ago, the management of the worldwide 
company assigned its commercial transactions in East 
European countries to its British subsidiary, Novell UK. 
In those days some 8,000 to 10,000 PC’s were function- 
ing in Hungary, several hundred of which were linked to 
an illegally copied Novell network, or to a Novell net- 
work acquired from the Far East. 


The official Hungarian distributor (wholesale distribu- 
tor) for Novell products since May 1988 is the Walton 
Limited Liability Corporation, a joint enterprise formed 
by Videoton and the British Walters electronics firm. 
Seven firms joined the network of dealers (retailers). 
They are Albacomp, Controll, EGSZI Szinva, Microsys- 
tem, Instrumentation Technology, SZKI and Videoton 
Computer. In the future, only “white” NetWare software 
can be obtained from these. 


About two-thirds of domestic PC sales and installation 
was thus far controlled by three small cooperatives: 
Microsystem, Instrumentation Technology and Controll. 
The remaining one quarter of the market was shared by 
some 30 small or large, state of private enterprises. The 
question is how the market share will change as a resuit 
of the “change in color” manifested by the small coop- 
eratives? 


What does the washing of the “black-gray” color to 
“white” mean to the buyer? The most noticeable change: 
the price of the software involved increased at a ratio of 
2 to 2.5. (In specific terms this means that one has to pay 
200,000 to 300,000 forints more for each network.) 


Novell software is among the expensive products also in 
other parts of the world. The price of an average software 
package ranges from 60 to 600 dollars, while Novell 
software costs around 2,000 to 5,000 dollars. This is so 
because, as they say, it is a knowledge intensive software, 
one must pay for the cerebral work that went into the 
software and also for the knowledge of the qualified 
professionals capable of installing this product. 


Depressed Prices 


Perhaps it is a less apparent, nevertheless very important 
fact that the buyer of legitimate, “white” software may 
receive high standard services (advice, service, etc.), and 
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may obtain software updates and expanded variations at 
lower prices. Novell has established an opportunity for 
owners of Novell software acquired from black or gray 
sources, to purchase at a reduced price the newest 
version of the network command software, thus legiti- 
mizing their system. Several Hungarian institutions and 
eliierprises expect to take advantage of this officer, even 
if it costs a lot. The reason: the value of the data bases, 
records, and application programs based on functioning 
Novell networks is far greater than the cost of “‘legiti- 
mizing,” and the value of secure operations and main- 
tenance. 


The American Novell company and its British subsid- 
iary, as well as the Hungarian distributor Walton Ltd. are 
considering legal action against those who illegally sell or 
buy Novell products. This is the conclusion one may 
draw from newspaper advertisements placed by Walton 
Ltd., which had a threatening tone of voice. On the other 
hand, the fact that in the entire world it is Hungary 
where one can buy Novell software for the least amount 
of money—for about 50 percent less than in Great 
Britain—suggests the opposite: Novell wants to accom- 
plish changes in the Hungarian market through peaceful 
means, by using market and commercial methods. 


(About 50 percent of the amount paid by a software 
customer goes to Novell company, while 15 percent goes 
to the distributor and 35 percent to the retailer.) 


A number of questions arise relative to the Hungarian 
history of Novell software. For example: how could 
black-(gray)-market software trade become so wide- 
spread in Hungary? 


Janos Szecsenyi, president of the Videoton Computer 
subsidiary had this to say at a press conference: “In 
Hungary, not only the stealing of flowers, but also the 
stealing of software constitutes a venial sin. One reason 
for this is that for a long time intellectual products, 
including software had no price. It was so decided back 
in those days, in the framework of CEMA settlements. In 
contrast, software carries a price tag under market con- 
ditions. This was recognized also by the Central Statis- 
tical Office, when a few years ago it prescribed the 
maintenance of software statistics.” 


The vaiue ratio between hardware and software is upside 
down in Hungary: hardware imported from the West 
appreciates, while software brought in depreciates. 


Proper Business Management 


The case of software cannot be viewed independent from 
our general economic and social conditions either. 


Microsystem president Peter Vadasz says that “there 
were times, when the human being who traveled on the 
streetcar without a ticket, was the subject of public 
contempt. Today the one who cheats on the streetcar is 
protected by the passengers from the controller. Western 
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European companies would not risk selling software 
acquired from illegal sources, not even would they apply 
such software. Hungarian government institutions do 
not have enough money to purchase software, and have 
no inhibitions regarding the application of software 
handed down one way or another. 


“One thing is certain: Hungarian computer technology 
firms—among them Microsystem—who want to estab- 
lish a market presence in Western Europe and in Amer- 
ica with their products and with their experts, had to 
settle their "relationship“ with the Novell program 
products.” 


Speaking of normalizing software trade, Walton Ltd. 
president Tamas Polgar finds it rather important to 
convince computer technology professionals: “Novell 
software items constitute complex products, to learn and 
to install a new version of Novell software requires time, 
energy and serious expertise. I believe that for a well 
trained, capable computer technology specialist it is 
greater joy to work with the latest version of a network 
command software with the help of descriptions, auxil- 
iary materials and documentation received from the 
company which developed that software, than to struggle 
with breaking the next to the last version of the 
software.” 


The aforesaid should reveal, that the Price Office has no 
jurisdiction over the price increase of Novell software. 
All that took place is this: a company about to conquer 
the world took firm steps to introduce proper business 
management in one slice of the disorderly Hungarian 
software market. In this “black, white, yes, no.” market 
“game” the choice of “white” means that the Hungarian 
economy came a small step closer to European market 
conditions. 


[Box, p 7] 


Turning Back the Pages—Competition in 1986 


‘““A new chapter is written in the history of Hungarian 
computer technology. Happily, Hungarian owners of 
computers may soon join the worldwide boom of a 
. promising developmental trend: local computer net- 
works, so-called, which provide data communications 
between computers, remote magnetic storage facilities, 
workstations equipped with screens, drawing machines, 
etc. not too far from each other. So much so that the 
professional periodical SZAMITASTECHNIKA ppre- 
sents a sprawling table which describes the characteris- 
tics of 14 Hungarian local networks (already, we have 
gotten ahead of for instance, Great Britain!), noting that 
the information contained in the table is by far not 
complete. In January, 21 such networks were function- 
ing, and this year’s plans call for the installation of 
networks in 150-200 plants. About 40 percent of the 
networks disregarded international requirements having 
the character of standards. 
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“Once again we may confirm that although small, we are 
a rich country, with an abundance cf material and 
intellectual resources which may be dispersed. Because 
there is competition in the Hungarian computer technol- 
ogy market.” 


(FIGYELO No 15, 1986) 


Telecommunication Development Program 
Released 

25000160a Budapest FIGYELO in Hungarian 
9 Mar 89 pp I, 4 


{Unattributed report, summary of recommendations 
advanced by expert committee, alternative regulatory 
proposals: ““Telecommunication Development Program: 
The Start Cannot Be Delayed”’} 


[Text] The telecommunication development program 
scheduled for the period 1991-2000 is one of the key 
issues of the economic opening and of sociopolitical 
renewal. According to the expert committee invited by 
the National Technical Development Committee 
[OMFB] the program must encompass the entire struc- 
tural and organizational system of telecommunication. 
This should be understood as the entire organization and 
structure of the communication industry and of the 
telecommunication service provider (the Hungarian 
Postal Service). We condensed the essential concepts of 
the committee’s much debated program. 


In order to accelerate the growth of telecommunication 
from the present 3-4 percent per year to 8-12 percent in 
the 1990’s, and in order to achieve significant improve- 
ments in service provision and in the quality of commu- 
nication, essential structural changes, the development 
of a competitive situation, the exploration of forms of 
financing which can be realistically considered, the rad- 
ical improvement of expertise, and other measures need 
to be taken within the Hungarian Postal Service and the 
Hungarian communication technology industry. 


The telecommunication development program must be 
implemented under continuously changing technical, 
economic and social conditions. Therefore program 
implementation must be worked out in a manner so as to 
be able to adapt to changes. In the framework of the 
long-range developmental conception two developmen- 
tal alternatives were drawn up. One alternative is of the 
“catching up” type, the other is based on “following.” 
The committee decided that the choice of alternative by 
which we establish a quantitative goal at present, in 1989 
is by no means the most important issue related to the 10 
year developmental program. This is so because both 
developmental alternatives specify the same conditions. 


The most important pillar of the developmental strategy 
and of the program must be a schedule based on techni- 
cal and economic criteria, which, from the standpoint of 
telecommunication development, provide preferential 
treatment to circuits which are significant from the 
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standpoint of economic, industrial, agricultural and for- 
eign tourism considerations, and areas and settlements 
which are important from the viewpoint of foreign 
operating capital. Only in this way can it be accom- 
plished that Hungary joins the European network in a 
manner so as to make an impact on our economy. In 
regard to this much debated issue the experts accept the 
fact that temporarily the difference between the devel- 
opmental levels of various areas of the country may 
increase. But the country’s leadership must accept this 
fact, in order to achieve some clear-cut results for the 
people’s economy. Aside from that, it is a fundamental 
requirement that by the turn of the century each settle- 
ment have continuous basic telecommunication ser- 
vices, i.e. a fully automatic telephone network. 


In harmony with international trends, the reconsturc- 
tion, expansion and automation of the telecommunica- 
tion network must be based on digital switching and 
relay equipment, rather than on the traditional electro- 
mechanical and analogue systems. The goal is to develop 
a uniform and homogeneous network. Only those digital 
central systems should be used which, together with the 
supplemental units can be integrated with the interna- 
tional Integrated Service Digital Network (ISDN). (A 
good example for this is the new, digital telephone 
central station of Szombathely.) 


Today, the backward telecommunication network still 
hinders the evolution of computer networks. For this 
reason the program to be accepted must permit the 
introduction of the most urgently needed digital services 
within a short period of time. In the interest of retaining 
foreign capital, the program must take into consider- 
ation that in the affected areas telecommunication ser- 
vice provisions meet European quality standards. As an 
important element of the telecommunication develop- 
ment strategy, a large capacity, and a flexible basic 
network (primarily a ridge network) must be established 
at the earliest possible date. This basic network should be 
capable of quickly satisfying at an appropriate level of 
quality the oral telephone communications as well as 
nonverbal communications needs. Regardless of which 
quantitative developmental alternative is chosen, the 
capacity of all long distance central stations and of the 
entire ridge network must be significantly expanded. 


The committee felt that it was important to call attention 
to the fact that the start of the program should not be 
delayed on grounds that technology is rapidly progress- 
ing, and that increasingly perfect equipment is appearing 
on the market and that therefore we should wait for a 
relaxation of COCOM restrictions. Particularly careful 
attention must be paid to the application of international 
standards and to participation in the workings of inter- 
national organizations, because standardized systems 
developed at the international level have accumulated so 
much intellectual energy that their simple adaptation 
may relieve Hungary from the necessity to perform 
costly research. 
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Within the telecommunication field three, rather dis- 
tinct interest play roles. First, there is the users’ circle 
(institutions, domestic and foreign business ventures, 
users of closed circuits, and the population) to whom 
telecommunication and the use of information technol- 
Ogies represents a clear benefit. The second group con- 
sists of the telecommunication service providers, and the 
third group of those interested in the development of 
telecommunication services in their capacity as convey- 
ors (the communications and construction industries, 
conveyors of equipment and systems, etc.). There is only 
one way by which the conflicting interests of these three 
distinct groups can be resolved: if the users vis-a-vis the 
service providers on the one hand, and the service 
providers vis-a-vis conveyors on the other, maintain a 
long-term buyer’s market position. To accomplish this, 
also the users require a definite institutional representa- 
tion of their interests. 


The kind of deregulatory developmental strategy model 
which would best serve the implementation of the pro- 
gram should be decided centrally, by the state. The two 
alternative deregulatory strategies (Deregulatory Mod- 
els) presented below should be compared in detail as to 
their respective economic and technical features. The 
comparative analysis of the models and their examina- 
tion from the technical and economic points of view 
should begin as soon as possible. 


A majority of the experts on the committee took the 
position that the telecommunication basic network and 
basic service provisions—except for local networks of 
marginal significance—should function as a monopoly 
held by the telecommunication service providers. Quite 
naturally, this should take place only if the telecommu- 
nication service provider is capable of providing high 
standard services responsive to the demand for which 
users are able to pay. The service provider monopoly 
must be able to satisfy the telecommunication needs of 
the economic and the business spheres at the level of 
international standards (the term “international stan- 
dards” applies to time, appropriate price and quality, as 
well as choice). Quite naturally, the population’s needs 
must not be neglected either. The so-called value-added 
services should be organized in the framework of market 
competition and free enterprise, by developing competi- 
tion-neutral regulations. 


The experts were unable to develop a common viewpoint 
as to whether the basic network monopoly should be 
expressed (in administrative terms) by law, or if it would 
suffice to declare a de facto monopoly. Similarly, the 
experts were unable to reach agreements on how to judge 
the role of foreign operating capital in the development 
project. According to industrial and commercial experts, 
the manufacture of main digital central stations should 
be accomplished according to accepted practice, which is 
manufacturing in Hungary under license. Operating cap- 
ital comes into question only in regard to other products. 
Some of the Postal Service experts would provide for 
network development and operation from domestic 
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resources and credit financing, nevertheless they view 
the attraction of large volumes of operating capital for 
industry as a definite necessity. 


Only With Operating Capital 


A majority of the experts voted for the large-scale 
attraction of operating capital to be used in both areas. 
International competitiveness—a fundamental require- 
ment—can be achieved only by attracting foreign oper- 
ating capital. Domestic resources are insufficient for the 
implementation of the telecommunication development 
program. At the same time however, one may expect 
results from attracting operating capital only if the 
proportion of foreign operating capital reaches the crit- 
ical level—and takes place in the framework of a con- 
struction and cooperative production—which estab- 
lishes grounds for a strong interest by the foreign party. 
The rules and conditions for this must first be estab- 
lished, of course. 


Before anything else takes place, the gradual! elimination 
and redefinition of direct budgetary support of telecom- 
munication must be established as a fundamental prin- 
ciple. The development and functioning of telecommu- 
nication must be placed on business, commercial 
grounds, and at the same time it would be appropriate to 
grant tax, interest rate and customs duty benefits to this 
sphere. Telecommunication on a self sustaining basis is a 
long-term goal. In defining the state’s role one must take 
into consideration that costs related to the establishment 
of the system by world market standards could not be 
paid for by low income groups. 


In formulating customs policies, one should take into 
consideration also the rational protection of the domes- 
tic industry which serves the purpose of telecommunica- 
tion development. Import liberalization measures 
should be formulated in a manner so that it will be 
possible to import equipment of definitive significance 
in every case when the Hungarian producer industry 
which functions in a competition-neutral macroeco- 
nomic environment is unable to provide such equipment 
for any reason in the quantities, time frame, and at the 
prices required. 


It would be appropriate to finance investments related to 
the program from network revenues, and, in addition, 
from commercial credit resources which may be enlisted 
both in the foreign and the domestic money markets. 
Resources held by the population should be drawn in 
under a new type of financial construction, to be devel- 
oped by the telecommunication service providers. The 
commercial credit finance share could be between 40 
and 100 percent, depending on operating profit and on 
credit terms. The burden of debt service should be 
rationally divided between the service provider, the 
equipment manufacturers and the state budget. It would 


ECONOMIC 


appear as appropriate to establish an independent tele- 
communication bank for the organization and adminis- 
tration of commercial (syndicate) credits and indepen- 
dent financial transactions. 


The Hungarian Industry Background 


The placement of telecommunication service provisions 
on business foundations presumes not only the financial, 
but the full organizational severance of the so-called 
classic Postal Service activities. It is by all means neces- 
sary to isolate the authority having jurisdiction, and the 
placement of such authority within a governmental 
organ which is independent from the service providers. 
(This has taken place already.) Depending on which 
developmental alternative is selected, the establishment 
of an independent office of telecommunication promises 
to be a good solution. Its functional authority would 
include licensing, standards development, the formula- 
tion of guidelines for tariff policies, the regulation of the 
extent of cross financing, etc. 


One must, by all means observe the principle that the 
technical, economic and legal regulation of deregulation 
be consistent with the preparatory work related to the 
postal service and telecommunication law. Following its 
development societal debate is unavoidable. 


One of the key issues which attends the telecommunica- 
tion development program is the development of the 
industrial background needed for a modern network, 
and to service provisions which in terms of quality and 
pricing are at par with European standards. Essentially, 
this entails the linkage of the telecommunication indus- 
try with the program. Thisis in the interest of the 
national economy. We must be aware of the fact that 
COCOM prohibitions did not permit the adoption of the 
digital main central station manufacturing technology. 
Development of a unified switching technology and a 
unified digital relay technology system planned in the 
framework of CEMA may be expected only toward the 
millennium. The Hungarian communications industry is 
undeveloped, and is not suitable for program implemen- 
tation. The Hungarian communications industry will be 
able to participate efficiently in telecommunication net- 
work development only if its full structure is renewed 
and it is placed in a competitive situation. Products and 
equipment manufactured by the Hungarian communica- 
tions industry may enjoy preferential treatment over 
Postal Service procurement only if they meet the require- 
ments of European standards in terms of modernization, 
quality and service levels. And their prices cannot exceed 
the actual cost of the same imported producis. 


The success of the entire developmental program would 
be threatened if we were to wait until the industry 
transforms its structure, and if even until then, i.e. in the 
initial period, we would base our procurement exclu- 
sively on domestic production. 
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Without Specialists? 


Until such time that the domestic industry catches up 
[with the West] there will be a definite need for the 
importation equipment. With respect to equipment 
which cannot be manufactured with our own research 
and development, a significant part of the experts takes 
the position that the attraction of capital in the form of 
joint ventures would be preferred, as compared to 
arrangements which call for manufacturing under 
license. The committee disagrees with those who believe 
that it would make sense to manufacture a broad array of 
the needed products, as well as complex systems in 
Hungary. The manufacturing and technological renewal 
of industry may come about only through an organic 
integration with the international division of labor, and 
only in a manner interwoven with international cooper- 
ative production relationships. The novel telecommuni- 
cation technology industry deemed as the ideal by the 
experts would be specialized to a substantially narrower 
production profile than it is today, and would contribute 
to the program as a conveyor. 


The advantages of the new industrial structure would be 
as follows. It would be capable of manufacturing equip- 
ment which is competitive also on world markets. The 
development of the new capacities would be determined 
by domestic needs, nevertheless taking into consider- 
ation also the export potential. In terms of its develop- 
mental policy the industry would follow the capitalist 
markets, it would become a convertible currency export 
manufacturer, and in the long term it would build on the 
Hungarian background industry. In other words, the 
industry would establish new demand. It would thus 
represent significant economic power. Finally, it could 
emerge in international markets with competitive prod- 
ucts which it developed. An industry of this kind pre- 
sumes the realization of domestic market competition 
which is greater than it is today, as well as the relaxation 
of rigid profile parameters, the liquidation of de facto 
monopolistic situations and the attraction of foreign 
operating capital. 


The bottle neck of the telecommunication development 
program concerns the supply of specialists. The success 
of the program decisively depends on whether it will be 
possible to train and to mobilize a core of specialists on 
time, holders of high level degrees to the level of intel- 
lectual and technical potential that is needed to imple- 
ment the program. Education and training takes a long 
time, but the start of the program cannot be delayed on 
these grounds. 


This grandiose telecommunication development pro- 
gram may be realized only with the support of society 
and under conditions of broad openness. Broad strata of 
society must be made conscious of the fact that tempo- 
rary inequities will exist for a short period of time only. 
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In many respects the views of the expert committee are 
not uniform. In regard to several industrial and organi- 
zational issues one may find differences of opinion 
which appeared as impossible to resolve. Despite the 
differences of opinion, and along with such differences 
of opinion it is necessary nevertheless to declare an 
agreement in principle in the interest of commencing the 
program without delay. The successful implementation 
of the telecommunication development program can be 
perceived only if the Postal Service performs the needed 
preparatory work without delay, and if the program 
commences in 1991. 


Deregulatory Models 
Alternative 1 


The joint foreign capital action of the Postal Service, the 
industrial enterprises and the macroeconomy (the alter- 
native which “treats” all three critical points.) 


The resource needs of the telecommunication develop- 
mental program amounts to about 2 billion dollars plus 
approximately 150 million forints. These amounts 
would be financed by an international banking syndicate 
which operates with Hungarian and foreign participa- 
tion. The banking syndicate would establish a multina- 
tional enterprise in the form of a stock corporation 
which, in turn, would establish networks and manufac- 
ture equipment. The corporation would be owned to the 
extent of 40-45 percent by the Hungarian Postal Service 
and possibly by Hungarian industrial enterprises, of 
40-45 percent by the foreign partner (financing banks, 
foreign telecommunication service providers and manu- 
facturers), and of 10-20 percent by the Hungarian state. 
(The proportion of shares held by the various parties 
could be changed, but in this construction it would be 
useful if a majority of the shares constituted Hungarian 
property.) The multinational venture could (possibly) be 
domiciled (headquartered) abroad and would function 
as an offshore enterprise. It would have the character of 
a holding company and would function with manufac- 
turing and subsidiary units under a decentralized man- 
agement system. 


The syndicate would have a de facto monopoly, and 
would establish vertical integration encompassing the 
entire telecommunication service and manufacturing 
base. This means that it would manufacture complete 
systems, and would install those as part of the network. 


The stock corporation would be responsible for the state 
of the art level and the efficiency of manufacturing as 
well as of the network. Manufacturing and the network 
itself would accomplish this efficiency level not on the 
basis of domestic competition, but also as a result of 
export constraints. Namely, installment payments would 
force exports, and therefore the most up-to-date techni- 
cal and technological standards and business manage- 
ment represents a fundamental interest in every unit of 
the vertical structure. In the interest of achieving this the 
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stock corporation would acquire the most modern tech- 
nology available, and together with Hungarian telecom- 
munication enterprises which join the program, it would 
establish a production base in the form of a joint 
venture. The stock corporation would perform the pre- 
paratory work needed for the construction of a modern 
network, and would train the Hungarian specialists 
needed for the operation of the future network. Operat- 
ing the network, and service provisions would not be the 
function of the stock corporation, but of the Hungarian 
Postal Service and of the telecommunication service 
providers. 


The stock corporation to be establish would treat the 
Hungarian network as a reference network, and would 
produce complete systems for export. Accordingly, the 
manufacturing capacity would be tied down with the 
Hungarian orders only during the initial period, thereaf- 
ter the stock corporation would use its available capaci- 
ties for large volume export transactions in lieu of 
convertible foreign exchange. 


The advantage of this alternative is that financing would 
be fully independent from the financial balance of the 
macroeconomy. The most modern engineering and tech- 
nology could be brought in at every level of the network 
and of manufacture, because relaxing the COCOM 
[Coordinating Committee On Export Controls] restric- 
tions will be in the interest of every Western business 
(1.5-2 billion dollar capital investment). The best choice 
is provided by the domestic proliferation of digital 
engineering and technology (relative to network plan- 
ning, construction, manufacture and specialized train- 
ing). The manufacturing bases of Hungarian telecommu- 
nication would be raised to the level of having a 
capability to compete on an international scale, and 
through that it would be possible to count on long term 
export revenues which are more significant than today, 
in a technologically leading branch of industry. Through 
the complete telecommunication system which would be 
established parallel with the Hungarian system, and 
would be offered for sale, the syndicate could become a 
multinational large enterprise with Hungarian perticipa- 
tion in the course of the program. 


One should be aware of the fact that the establishment of 
vertical integration in the framework of a monopoly of 
this kind holds the risk of at least as many fiascos as it 
holds chances for success, according to international 
experience. 


Alternative 2 


The essence of this alternative is the gradual attraction of 
operating capital on a regional and functional basis for 
the purposes of both the network and equipment manu- 
facture. This alternative differs from Alternative |. to 
the extent that the operating capital attracted for pur- 
poses of network construction and manufacture would 
fit into a deregulatory model. Deregulation would first 
start out on a regional basis, meaning that telephone 
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companies would be formed at the regional levels. One 
(or more) of these could be organized with the partici- 
pation of, and financing provided by the syndicate. In 
this case it is not necessary, although it is possible to 
involve the government (the state), and there is no need 
for a Hungarian ownership of majority shares. The 
syndicate, together with the rest of the regional telephone 
companies would be in a limited competitive situation 
(along the pattern provided by Danish telephone com- 
munications). In lieu of the credit provided, and the 
technology and know-how contributed, the syndicate 
could function as an offshore enterprise. The credit 
provided by the syndicate would amount to 400-500 
million dollars. Accordingly, this alternative requires the 
attraction of less operating capital, it targets a smaller 
network, nevertheless it too extends to all three factors 
which have narrow cross sections (financing, equipment 
manufacture and network construction). 


The syndicate would not, or at least would not necessar- 
ily manufacture a complete system. Linked to the syndi- 
cate, the main contractor, there would be industrial 
enterprises of a joint venture character—as owners or 
subcontractors. They would adapt to opportunities for 
international division of labor and specialization offered 
by foreign manufacturers, meaning that they would 
manufacture products (component units) which provide 
the greatest comparative advantage by using the market- 
ing organizations of foreign participants. 


In this deregulatory model the functions performed by 
the authorities on the one hand, and the network con- 
structors on the other, are even more stringently sepa- 
rated from each other. Standards, the compatibility of 
the network and of equipment would be the function of 
an official licensing organ which is separate from the 
regional companies. The telephone companies would 
prompt the manufacturers of telecommunication prod- 
ucts compete. For this reason, the system would include 
a variety of mutually compatible types of main central 
stations. 


The growth possibilities of the telephone companies and 
of the international syndicate would be determined in 
the long range on the basis of competition. This would be 
accomplished by the fact that telephone companies 
would enjoy a de jure monopoly in a certain region only 
during the construction and introductory periods. Here 
too, the monopoly would apply to the basic network, and 
to basic service provisions. It would not apply to value- 
added services, and to connections to the network. 
Competition would be limited during this period. Fol- 
lowing the construction and introductory period the 
licensing authority would dissolve the de jure monopoly 
of individual companies on the basis of certain criteria— 
such as the size of waiting list, exceeding the average 
justifiable (international) cost standards—and the 
regional companies would have to de facto defend the 
monopoly within their respective areas. (This could also 
mean the development of a parallel network.) 
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The organizational structure and repayment model for 
operating capital attracted by regional companies could 
be the same as under Alternative |. 


On the other hand, the gradual attraction of operating 
capital can be realized not only in the framework of 
regions. It would be possible to separate certain telecom- 
munication services from the monopoly. Thus, for exam- 
ple data communications, mobile telephone services or 
even long distance telephone communications could be 
handled separately from the monopoly. 


The above described regional and functional deregula- 
tory schemes are not mutually exclusive. They can be 
applied jointly. 


The advantage of the gradual attraction of operating 
capital is that it starts out from the present service level. 
Using a gradual approach some sharp breaking points 
may be avoided, and at the same time risk factors could 
be minimized. The possibility of minimizing risk is an 
advantage which cannot be underestimated, because the 
introduction of new models of telecommunication has 
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lead to serious shocks everywhere in the world. The 
consequences point far beyond the area of telecommu- 
nication, of course. Telecommunication development 
accelerates the functioning of the entire economy. There 
are several examples for such acceleration. 


Aluminum Industry Boom Reported 
25000160b Budapest FIGYELO in Hungarian 
16 Mar 89 p § 


{Interview with Hungarian Aluminum Trust deputy 
president Dr Nandor Sillinger by Arpad Hajnoczy: “Alu- 
minum Industry: The Head Rider of Boom”; date and 
place not given} 


[Text] Last year the Hungarian Aluminum Industry 
Trust [MAT] closed an unusually good year. It increased 
its export subject to convertible currency settlement by 
74 million dollars, thanks primarily to favorable world 
market prices. This represents almost half of all convert- 
ible currency export increments of industry. MAT dep- 
uty president Dr Nandor Sillinger answered our ques- 
tions. 


The Chief Production Accomplishments of the Hungarian Aluminum Industry 


(in thousands of tons) 


Product 1944 1950 
Bauxite 435 578 
Aluminum oxide 21 35 
Foundry aluminum 10 17 
Aluminum semifinished products 8 | 
Socialist exports (millions of rubles) -—— 4.2 
Capitalist exports 0.4 0.1 


[FIGYELO] How much of MAT’s last year’s price increment 
represents a price gain? 


{Sillinger] Three quarters of the 74 million dollar export 
increment may be attributed to increased world market 
prices of aluminum, and one quarter to changes in the 
product structure—i.e., the ratio of processed goods. The 
volume of exported foundry aluminum oxide and of pig 
aluminum did not increase, instead we exported more 
semifinished products. The total exports payable in 
dollars reached the 264 million dollar level. 


The price of pig iron at the commodity exchange 
increased by 1,000 dollars, up to 2,500 dollars, as com- 
pared to 1987 prices. A similar average annual price was 
recorded in 1980. At that time the Trust exported 
aluminum products valued at 228 million dollars. And 
there is one interesting point: there was a period last 
summer when pig aluminum prices at the commodity 
exchange reached the 4,000 dollar level. 


1960 1970 1980 1987 1988 
1190 2022 2950 2787 2593 
220 441 833 868 894 
50 66 73 74 75 
33 81 142 190 198 
8.1 35.4 89.3 158 155 
1.8 24.7 227.9 190 264.2 


[FIGYELO] Does MAT get involved on the commodity 
exchange? 


[Sillinger] Yes, with small quantities. Last year we deliv- 
ered 1,400 tons of aluminum to the commodity exchange 
warehouse, but this quantity did not amount to even 2 
percent of the Trust’s dollar exports. 


{[FIGYELO] What prices can you count on this year? 


[Sillinger] It is certain that prices are moderating, they 
were on the decline toward the end of last year after all. 
We anticipate further decreases and a 2,000 dollar aver- 
age price. Despite a decline in prices, the Trust’s export 
revenues are expected to increase. This can be explained 
by the fact that buyers of semifinished products generally 
do not accept sudden pig aluminum price increases. As 
observed on an international scale, the semifinished 
product prices lag behind pig aluminum price changes by 
4-6 months. Thus the average price of processed goods 
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will be higher than last year, and this—including the 
reduction in base material prices—may produce a moc- 
est increase in net export revenues. 


[FIGYELO] For some years experts have been predici- 
ing that synthetics, and other newly composed materia!s 
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will squeeze out aluminum from the market. Accord- 
ingly, the prediction will not come true? 


[Sillinger] MAT exports to convertible currency markets 
based on the “leftover” principle. Although MAT has no 
obligation to provide supplies, it first satisfies the 
domestic demand. 


Hungarian Aluminum Trust Business Data 


1985 1986 1987 1988 
Gross production value (billions of forints) 28.7 30.4 32.4 39.9 
Balance (billions of forints) 1.3 1.6 2.3 2.6 
Balance, proportionate to assets (percent) 7.7 8.1 11.2 11.6 
value added (billions of forints) 5.6 6.2 7.1 8.7 
Capitalist exports (millions of dollars) 137.8 154.9 190.0 264.2 
Net foreign exchange revenues (millions of dollars) 114.7 132.8 147.0 217.8 
Cost to produce a dollar index; production cost level 52.82 46.86 43.42 35.30 


forint/dollar 


[FIGYELO] Does this also apply to last year? After all, 
the market resounded with users’ complaints, namely 
that there is not enough aluminum. 


[Sillinger] Last year we increased our domestic sales 
volume by 2 percent. The users’ complaints were caused 
by the fact that due to favorable prices they ‘smuggl:d’ 
out of the country more than 1,000 tons of aluminum 
disguised as very simple processed goods. 


All in all, after satisfying domestic and socialist export 
obligations required by interstate contracts, there remain 
about 100,000 tons of capitalist exports, more than half 
of which constitutes processed aluminum products. The 
sale of this volume never caused concern, but I will add 
that this is not a large volume. Total worldwide annual 
aluminum production amounts to !7 million tons. 


[FIGYELO] Does this also mean that the vertical struc- 
ture of domestic aluminum—from aluminum mininj} to 
the processing industry—is competitive? 


[Sillinger] Taken as a whole, it is. But the situation is not 
the same within individual phases of the vertical struc- 
ture. The developmental goal of the upcoming years is to 
further change the production structure, by increasing 
the contribution of know-how, and specifically also the 
ratio of products which produce greater revenues. And 
also the improvement of productivity and efficiency. 
Cost competition sets the requirements insofar as |ase 
materials are concerned. Regarding processed goods, 
competition in quality sets the standard. 


Mining in Hungary has the disadvantage that bauxite 
must be excavated from below the ground. Water threat- 
ens in many places, and in conjunction with that als« the 
cavern water system causes concern. For this reason we 
have already given up 30 million tons of bauxite 


resources in the areas of Tatabanya and Nyirad. At the 
latter place debate continues under the pretext of the 
condition of Lake Heviz. Other than that, Hungarian 
bauxite is of medium quality, but this is offset by the fact 
that it need not be transported across the continent. The 
general cost advantage of this vertical structure is that 
our wages are lower than what our competitors pay, and 
since we have developed our aluminum oxide and 
foundry capacities earlier, our capital burden is rela- 
tively low. 


[FIGYELO] Let’s not discuss now the debate concerning 
Lake Heviz. To what extent will domestic bauxite pro- 
duction be reduced? 


[Sillinger] In order to improve our medium quality 
domestic bauxite, last year we imported 80,000 tons 
from West Africa, and this year we are planning to 
import 200,000 tons. The imported bauxite is of better 
quality than domestic bauxite, each ton of imported 
bauxite replaces 1.6 tons of lower quality domestic 
bauxite. Beginning in 1990 the Trust will discontinue 
socialist bauxite exports, unless our partners accept 
lower quality. As a result our bauxite production may 
further decrease by a few 100,000 tons. 


[FIGYELO] How much does importing bauxite cost, 
and does not the import deteriorate MAT’s foreign 
exchange balance? 


[Sillinger] Including freight, imported bauxite costs 1.5 
or 2 times as much as domestic bauxite, but most of this 
added cost is offset by better quality. Moreover, less 
caustic soda—sodium hydrate—is needed in the manu- 
facture of aluminum oxide, and more aluminum oxide 
can be produced. At current prices the foreign exchange 
balance is not deteriorating, because on top of the 
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additionally exported aluminum oxide we can save 
30,000 tons of caustic soda which would have to be 
imported from capitalist countries. 


Just this much of the foundry phase, which is capable of 
processing only 17 percent of domestic aluminum oxide 
production: at present we pay twice as much for electri- 
cal energy than aluminum producers in developed capi- 
talist countries pay. The average operating cost of alu- 
minum foundries without capital burden amounts to 
1,100 dollars per ton at developed manufacturers, while 
it is certainly higher in Hungary. For this reason it does 
make a difference what kinds of other expenses are 
added to the operating cost. In the average, it takes a 
4,000 dollar investment to develop a one ton aluminum 
foundry capacity. Considering 10 percent interest, and a 
modest 5 percent amortization rate, this constitutes a 
600 dollar added expense, and at that point there are no 
profits yet. This expense is not incurred in the frame- 
work of our existing foundries. 


{[FIGYELO] The capital burden on earlier investments is 
indeed smaller, but it is questionable whether in the 
technical context, e.g. through energy consumption, or 
through the purity of poured aluminum, we are not 
losing what we gained? It seems that in this regard the 
conditions provided as part of the Hungarian-Soviet 
aluminum oxide—aluminum agreement are authorita- 
tive. 


[Sillinger] Under the Hungarian-Soviet aluminum 
oxide—aluminum agreement we export 530,000 tons of 
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aluminum oxide, and import 205,000 tons of aluminum. 
According to the amended agreement, beginning in 1986 
the Trust delivered an additional 5,000 tons of rolled 
stock to the Soviet Union. 


[FIGYELO] Accordingly, compared to the earlier situa- 
tion, Hungary’s aluminum oxide—aluminum ratio 
became less favorable. 


[Sillinger] The situation is more complex. Under the 
earlier agreement the total metal content of the 330,000 
tons of aluminum oxide was returned to Hungary, and 
we exported more aluminum oxide to capitalist coun- 
tries than we are today. Under the amended agreement 
we are receiving an additional 35,000 tons of metal, for 
which we ship 200,000 tons of aluminum oxide in 
exchange. But this offsets the value of aluminum only to 
the extent of one third. The remaining part must be 
composed of food industry and machine industry prod- 
ucts. 


it is the Trust’s view that it would be appropriate to 
extend the agreement beyond 1995 more or less without 
changing terms. Namely, if the volume of the mutual 
deliveries of aluminum oxide and aluminum would be 
reduced, or if such deliveries would cease, MAT would 
have to reduce both its bauxite mining and aluminum 
oxide manufacturing capacities. Paralleling this, the 
expansion of aluminum foundries also must be placed on 
the agenda. One can hardly speak of new domestic 
foundries, but perhaps MAT could participate with 
capital even in a foreign foundry. But this too is an 
extraordinary capital intensive venture, and despite its 
unusual export revenues, the Trust’s liquid assets 
expanded modestly. 


[FIGYELO] Where did the substantial profits “dis- 
appear”? 


[Sillinger] By virtue of a 1985 determination, the state 
Planning Council suspended a large part of MAT’s 
obligation to make installment payments, and we 
received a state foundation grant for mining invest- 
ments. Three years have passed, as of January this year 
we are facing a 1-billion forint installment payment 
obligation, and we are continuing with mining invest- 
ments by using our own resources. Last year, in the 
course of the year, we had to contribute 1.1 billion 
forints to the state budget, on various grounds. 







[FIGYELO] Meanwhile, however, this year MAT 
changed over to follow main market prices, and raised its 
domestic prices by 15 percent. You also indicated that 
the difference between main market prices and domestic 
prices is 60 percent. Accordingly, further price increases, 
and as a result an increased MAT closing balance can be 
expected. 


[Sillinger] Up until | January of this year we used our 
marginal parity export prices at a slowed down pace in 
the domestic market. MAT’s cumulative domestic price 





JPRS-EER-89-044 
20 April 1989 


loss during the past 15 years, compared to marginal 
parity export prices alone, amounted to 15 billion 
forints. Compared to main market prices the price loss is 
double that amount. In other words: this is the amount 
of subsidy provided by MAT to domestic aluminum 
consumption. And I believe that this explains why Hun- 
garian aluminum consumption per each unit of national 
income is twice as much than in countries at similar 
developmental levels. We would also like to see ourselves 
at last to be able to “compete” with Western firms in the 
domestic market. The Hungarian aluminum industry is 
competitive also in the long run, its market positions are 
favorable. 


[FIGYELO] And this hold true even if world market 
prices drop below production costs? 


[Sillinger] By all means, considering the average over an 
extended period. 


Whose Reflex? 


In leafing through MAT’s business data I pondered just 
where the substantial price gain which materialized as a 
result of the Trust’s largely unchanged volume of con- 
vertible currency exports could have disappeared. After 
all, as compared to the previous year, the Trust’s closing 
balance increased only by 200 million forints, whereas 
the 74 million dollars worth of incremental exports 
translate into almost 4 billion forints. As the Trust’s 
deputy president stated, more than | billion forints from 
this amount had to be paid into the state budget, and 
then the grossification of wages, the ripple effects of 
price increases, and so on and so forth. Instead of 
analyzing the balance sheet let’s take a look at something 
else. 


Aluminum is a product exposed to world market price 
fluctuations. There hardly exist manufacturers who 
would not keep in mind the lean years, when the price 
drops below production costs. They must survive also in 
those times. But what should be done if repeatedly the 
budget takes hold of possible reserves? 


With some exaggeration, enterprises—and this goes 
beyond MAT—proclaim that not only do they have no 
reserves, they cannot even make a living as a result of 
budgetary withdrawals. Meanwhile the other side argues 
that one way or another, enterprises conceal huge 
reserves. And thus, for one or another reason one tax 
crunch follows another. 


And I am adding all this only because the other day an 
experienced enterprise manager recognized the fact that 
the government postponed the increase of sewage fees, 
and partly retracted on increasing bus fairs as a bad 
omen. Thus the budget deficit will increase by an addi- 
tional 3.5 billion forints. According to budgetary reflexes 
which by now appear as traditional, this forebodes 
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nothing good for business organizations. It is perhaps for 
this reason that certain businesses are cautious about 
showing “increasing” results year after year. 


Miners Urge Decision on Future Energy Supplies 
250001 16a Budapest NEPSZAVA in Hungarian 
21 Jan 89 p 7 


[Article by “faggyas”: “Future Energy Supply Must Be 
Decided Today: Miners Union Presidency Meets”’} 


[Text] In order for the nation to have energy 10-25 years 
from now for light, heat, production, and transportation, 
appropriate governmental decisions must be made this 
year for complex development of the energy system, 
planning for and creating the energy resources that will 
be needed then. This was the subject at a session of the 
presidency of the miners union, where Laszlo Kapolyi 
was assigned by the government energy policy council to 
give a report on the present status of progress on a 
long-range energy policy concept up to the year 2010. 


According to calculations in what is considered the main 
version, energy usage will increase in the future at an 
annual average rate of 0.8 percent, with electricity con- 
sumption increasing by 2-2.5 percent [annually]. At this 
rate of increase existing resources will be sufficient 
through 1991-92. After that, new sources will be needed, 
particularly through developments of a combined 
nature. The developers of the concept calculate that 
about half of the energy requirements will have to be met 
through imports in the future as well. 


The key question in the consumption area is specific 
reductions in energy usage by the economy through 
restructuring the production system, modernizing energy 
transformation, delivery, and consumption systems, and 
accelerating development and organization of produc- 
tion facilities. 


Development of the energy system involves the dual 
responsibility of adapting to changes in the structure of 
the economy and to world-market conditions at the same 
time. Beyond this, there is the ever-increasing burden of 
implementing environmental regulations. 


According to experiences from the debate the leader of 
the mining industry and the representatives of the union 
see several questions differently than those who are 
preparing the concept. Many of them suggested that not 
only is the outlook for energy supply in the next decade 
or two discomforting, but operating conditions for the 
mining industry, especially coal mining, are deficient. 


Antal Schalkhammer, secretary of the miners’ union, 
said in summarizing the opinions and recommendations 
expressed in the debate that the BDSZ [Mine Workers’ 
Trade Union] demands a reworking of the long-range 
energy-policy concept to show in detail the various 
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development alternatives—together with their advan- 
tages and disadvantages—and their probable conse- 
quences. It should also be stated unambiguously when 
and what measures are to be taken to avoid possible 
energy restrictions. 


The presidency meeting emphasized that the whole 
mining industry demands that economic and operating 
conditions be created for it that will make it possible for 
them to compete as equal participants in the developing 
market economy. Accordingly, it is necessary that the 
world-market standard be applied in mining also— 
especially in coal mining—everywhere from wholesale 
prices to the cost of labor. For this reason the presidency 
of the union and the supervisory council of the mining 
enterprises have repeatedly requested that the govern- 
ment raise the wholesale price of coal by at least 21-22 
percent instead of the 15 percent announced. At the 
same time, the Economic Planning Committee decided 
last year to investigate marginal costs of domestic coal 
production and to adjust them to real world-market 
prices. This is both fair and necessary, for state support 
of coal mining has been drastically reduced. It would be 
impossible for a branch of production without central 
support to operate profitably in the face of unrealistic 
economic factors and price relationships. 


For this reason the mining union has repeatedly urged 
that the government investigate the energy sector, par- 
ticularly the operating conditions in coal mining, and at 
the same time they are demanding continual informa- 
tion about the progress in working out a long-range 
energy policy concept and development program. 


Plight of Retired Persons, Welfare Recipients 
Aired 


Pensions Inadequate 
25000140 Budapest NEPSZAVA in Hungarian 
23 Feb 89 p 11 


[Article by Dr Zoltan Szanyi: “Pensioners’ Economic 
Welfare Cannot Be Negotiable”’] 


[Text] A topic of wide discussion these days is that 
political renewal and the economy’s restructuring ought 
to be accompanied by a comprehensive reform of social 
policy, including the social security system’s moderniza- 
tion. 


Within the social security system, especially pensions are 
perceived as an intolerable burden on the state budget 
under its present fiscal constraints, while at the same 
time the level of pensions in real terms cannot be 
maintained. 


The generally accepted view is that the present propor- 
tion of expenditure on pensions, about |! percent of 
national income, cannot be raised any further. 
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The main reasons behind the rising expenditure on 
pensions are as follows: 


—The number of pensioners has not yet reached the 
saturation point, which is true especially of women of 
retirement age. Hence the number of pensioners is 
rising with each year. 


—The costs of automatic increases, and of preserving 
real pensions, appear cummulatively each year. 


—The pensioners replacing the ones who died are receiv- 
ing substantially larger pensions. 


On average, between 90,000 and 95,000 claims for 
old-age pensions, and between 37,000 and 39,000 claims 
for disability pensions are approved each year. Between 
100,000 and 105,000 pensioners die each year, and 
about 15,000 of their dependents become eligible for 
survivors’ pensions. Accessions replace about 2 percent 
of the total number of pensioners annually. 


The number of male pensioners has already reached the 
saturation point, and their proportion will change only 
in accordance with the corresponding birthrate fluctua- 
tions. But the growth rate is still rising in the case of 
women pensioners, because most women who have 
reached retirement age—especially in the provinces— 
were unable to find regular employment that would have 
allowed them to accumulate the years of coverage nec- 
essary to qualify for a pension. 


The total number of pensioners can be expected to reach 
the saturation point in the second half of the 1990’s. By 
preliminary estimates, the total number of pensioners 
will peak at between 2.5 and 2.6 million. Which means 
that the proportion of pensioners will be 25 percent of 
the country’s population. In other words, every fourth 
person will be receiving a pension. 


The reason generally given to justify the need for mod- 
ernizing the social security system’s pension scheme is 
that society cannot afford to fulfill the obligations it 
assumed in the Social Security Law enacted in 1975. 


According to Istvan Farkas, “Society cannot attempt to 
keep real pensions at their present level. In our country 
the rate of the full initial pension is 75 percent [of 
monthly earnings at the time of retirement], the highest 
in the world. The unpopular and long-avoided decision 
to reduce this rate has now become unavoidable.” 


This summary statement suggests that the Social Secu- 
rity Law enacted in 1975 was ill-founded economically, 
because in five years’ time the pension fund can expect a 
deficit of about 40 billion forints, even though the rates 
of the social security contributions have been raised 
repeatedly since 1975. 
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Society Was Repaying Its Debt 


Let us review how the present situation evolved. The 
enactment of Law No II/1975 was necessary and timely 
because the situation of the two principal classes (blue- 
collar workers and peasantry) had become consolidated 
by the early 1970's, and the prerequisites had existed for 
providing approximately identica: pension benefits for 
all workers in the socialist sector. To do so required 
modifying the retirement age for members of agricultural 
cooperatives, which was then higher by 5 years [65 for 
males, and 60 for women], so as to provide pension 
benefits on the basis of identical principles and to 
abolish the unwarranted differences between pension 
systems. At the same time it was necessary to solve also 
the situation of private artisans and retailers. 


The new law abandoned the earlier financial approach 
and counted in the qualifying period not only the years 
for which contributions were paid. By specifying that the 
officially certified time spent doing farmwork after | 
January 1929 could be included in the qualifying period 
even if no contributions had been paid for those years, 
the law made reparations to the peasantry. And it offered 
similar concessions to other occupational strata as well. 


Naturally, these provisions led to rising pension costs. 
Especially costly has been the retention of the system of 
old-age, disability and widow’s pensions that earlier 
statutory regulations established for the members of 
agricultural cooperatives. No contributions, merely three 
years of membership and proof of need are required to 
qualify. Over 100,000 persons are receiving such bene- 
fits even today, although their amounts barely reach the 
minimum for the old-age pensions under social security. 
Here it should be noted that in 1975 the pensions and 
other benefits for members of agricultural cooperatives 
were being paid from a separate fund, but it always 
showed a deficit of several billion forints. 


Regulation of the cooperative peasantry’s social security 
coverage was indisputably an important social and polit- 
ical question, and society thereby repaid its debt to 
agriculture’s working peasants. Most of them had been 
onetime farmhands and smallholders. or had received 
land under the land reform. They brought their means of 
production into the agricultural cooperatives, but have 
been unable to work there regularly, because of their age 
or state of health. We could continue with other branches 
of economic activity, and with other strata. The private 
artisans, retailers and farmers, and the self-employed 
professionals were taxpayers also in the past, and were 
engaged in activities useful to society. Already when 
their compulsory social security coverage was intro- 
duced, it was obvious that the social security contribu- 
tions from most of the persons in these occupations 
would not be enough to pay for their benefits. 


Prior to their special occupations and activities, most of 
the aforementioned persons had been employed as blue- 
or white-collar workers. Their previous years of coverage 
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can now be added to their years of coverage since then. 
This enables them to qualify for pensions and higher 
pensions respectively. Otherwise they would have lost 
their previous years of coverage. 


The social security directorates now have several kilo- 
meters of files on the basis of which neither the princi- 
pals nor their survivors are claiming benefits. 


Therefore the fact that even persons who would not have 
qualified earlier are now claiming pensions cannot be 
termed a stress effect. But, in my opinion, specifically 
that was the purpose of extending compulsory social 
security coverage. 


Year Pensioners Percent of Expenditure 

(000) Population on Pensions 

(in millions 

of forints) 

1951 562 5.6 998 
1960 796 8.0 4,427 
1970 1,453 14.0 12,985 
1980 2,082 19.4 55,979 
1988 2,425 22.9 129,800 


The above data show that the efforts to perfect social 
security raised expenditures by many billion forints. 


Social security contributions by employers and employ- 
ees covered the best part of these expenditures. But the 
millions charged to pensions include also items that are 
not covered by contributions: during their working lives, 
the beneficiaries have not contributed enough to pay for 
their benefits. The expenditures on social security are 
indeed overburdened with benefits based on social- 
policy decisions, the costs of which the state should have 
assumed earlier. 


World’s Highest Contribution Rates 


Up to now there have always been three sources of 
financing benefits in the social security budgets prepared 
annually: social security contributions by employers [to 
the general social security fund] and employees [to the 
pension fund] respectively, and state grants. Although 
the rate of [employer] contributions has been raised 
repeatedly, most annual reporis mention state grants, 
and this has led to labeling social security as a lossmaker. 


While the rate of employer contributions has been raised 
many times in the past, the rate of the sociai security 
contributions payable by budgetary organizations on the 
basis of their wage costs remained unchanged until the 
end of last year. The setting of the rate of employer 
contributions usually starts out from the principle that 
the costs of social security should be borne by its 
beneficiaries, in proportion with the amounts of the 
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benefits they receive. But the application of this princi- 
ple was waived when setting the rate of the contributions 
that budgetary, interest-representing, voluntary public, 
etc. organizations must pay in their capacity as employ- 
ers. In this category of beneficiaries there are at present 
about 800,000 persons claiming social security benefits 
under entirely identical conditions, and on the same 
scale, as enterprise employees are. In my opinion, this to 
a large extent is the reason why social security has been 
judged a lossmaker. Had the rate of employer contribu- 
tions been set realistically, social security’s revenue dur- 
ing the past 14 years would have been higher by tens of 
billions of forints, and its operation would have been 
rated more favorably. And because social security’s 
revenue and expenditure were an integral part of the 
state budget until 31 December 1988, the additional 
expenditure resulting from setting the rate of employee 
contributions more realistically would have increased 
revenue, without any loss to the state budget. Even up to 
now the state has essentially been transferring these 
amounts from one pocket into another, because the 
Organizations in question have not been earning their 
keep. 


It took the Social Security Administration’s indepen- 
dence [exclusion from the state budget] to finally bring 
about a uniform rate of employer contributions. This 
rate is now 43 percent since | January 1989, and the rate 
of employee contributions is 10 percent, the highest rates 
in the world. When assessing the Social Security Admin- 
istration’s financial situation, one cannot disregard also 
the fact that the centralization of functions and the social 
security system’s establishment on the basis of uniform 
principles went hand in hand with the nationalization or 
confiscation of the various insurance institutions’ assets 
and capital. In an article entitled “The Social Security 
Time Bomb,” published in the 28 Jan 89 issue of 
NEPSZABADSAG, we read: “The present value of the 
contributions and premiums that were incorporated into 
the state treasury can be estimated at 300 billion forints. 
Naturally, it is vain to hope that this capital could be 
*restored“ with the stroke of a pen.” 


In addition to all this, the postponement of wage reform 
must also be mentioned among the measures that have 
had a negative effect on social security’s operations. 


The experts concerned with modernizing the pension 
system see the way out in the gradual implementation of 
a 3-element pension model. One of its elements is a 
pension that everyone could claim as a social entitle- 
ment, and whic.i would eventually provide income at the 
subsistence level. Contributions by the beneficiary 
would not be « condition to qualify for this pension; it 
would actually § founded on the principle of solidarity. 
Although this model has already found practical imple- 
mentation in several countries of Northern and Western 
Europe, the authors of the proposals agree that the time 
is not yet ripe to introduce it in our country. I concur 
with this standpoint because, among other reasons, the 
institution of a pension as a social entitlement has no 
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traditions in Our country, and its introduction would 
immediately result in pension claims by several hundred 
thousand persons who at present do not qualify for any 
regular benefits. Some of them are now receiving welfare 
assistance from the councils, on an ad hoc or regular 
basis. 


But even if a pension as a social entitlement were 
introduced, it would not be warranted to charge its costs 
to the social security fund. Instead, the costs should be 
borne by the state budget. 


The pension model’s second element is a social security 
pension that is based on contributions, and which now 
has become the target of proposed changes. (Higher 
retirement age, a ceiling on the earnings that serve as the 
basis for computing pensions, a longer qualifying period, 
a schedule of pensions commensurate with the length of 
service, etc.) There is agreement that the retirement age 
should not be raised in the next few years. 


The retirement age is a sensitive political issue. But this 
question can be examined only if long-term objectives 
are set. The state’s costs of providing pensions undeni- 
ably differ by sex, due to the 5-year difference between 
the retirement age for men and women respectively. 
While men receive old-age pensions for 5 to 6 years, 
women do so over a period from 16 to 18 years. This is 
because men have a lower average life expectancy at 
birth than women do. On this basis it seems fair to raise 
the retirement age, especially for women, while specify- 
ing that the age limits for disability pensions would not 
be affected. 


Public opinion frowns upon the fact that, under the 
regulations now in force, some people are awarded 
pensions that are several times the minimum amount. 
Although earnings over 10,000 forints [a month] are 
taken into consideration on a sliding scale, pensions 
based on earning that irclude bonuses and premiums 
sometimes exceed 30,000 forints a month. 


Under the regulations that were in force until 31 Decem- 
ber 1981, there was a 10,000-forint ceiling on the 
[monthly] earnings that served as the basis for calculat- 
ing pensions. This ceiling was abolished as of | January 
1982. Its abolition was warranted in the sense that even 
the best skilled workers (miners, metalworkers, etc.) 
could earn substantially more, but this was not a fortu- 
nate measure nonetheless. (The previous pension 
schemes also had ceilings on reckonable earnings, and 
they can be found in the pension systems of capitalist 
countries as well.) 


Within the framework of a reform, therefore, it will be 
justified to set a ceiling on reckonable earnings, com- 
mensurately with the level of average after-tax earnings 
in the economy at any given time. In this case, of course, 
the earnings above the ceiling would be exempt from 
employee contributions. 
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The third element of the pension system being planned is 
voluntary supplementary retirement insurance. This 
would satisfy the needs primarily of persons with above- 
average incomes who would qualify for supplementary 
pensions through advance savings. And employers could 
set up their own supplementary retirement insurance 
plans. 


I do not support this proposal, for the following reasons: 
Hungary’s State Insurance Enterprise has already intro- 
duced supplementary retirement insurance, yet few peo- 
ple—barely a few thousand—have taken out such poli- 
cies. Aside from the fact that this scheme would be 
operational only after building up its capital over a 
suitable period of time, it would remain a privilege of the 
well-to-do. Young people starting their careers would not 
assume any obligations because they are s..vrt of funds, 
and the generations that already start thinking about 
their old age and prospects would not be abie to afford 
the high premiums they would be charged. Furthermore, 
the enterprises could offer their own supplementary 
retirement insurance plans only if their financial situa- 
tion were stable, and this can be said of few enterprises at 
present. 


Finally, voluntary supplementary retirement insurance 
would reduce the level of contributory pensions and 
would not provide a solution for most people. 


Up to now we have been discussing the problems of 
eligibility for old-age pensions. 


Disability pensions are the other type of pension that 
beneficiaries may claim in their own right. Between 
37,000 and 39,000 claims for disability pensions are 
approved each year, most of them filed by beneficiaries 
in Class III employment. The average disability pension 
is higher than the old-age pension. Over a period of more 
than two decades, Hungary has been unable to solve the 
problem of the vocationally rehabilitated. The enter- 
prises are striving to meet the current economic chal- 
lenges, and therefore they are not concerning themselves 
with retraining, and creating suitable jobs for, those of 
their workers whose capacity for work has diminished. 
Thus the disabled have no option but to claim a seem- 
ingly stable disability pension. A substantial reduction in 
the number of persons on disability pensions will be 
feasible only if the persons in question are able to utilize 
their remaining capacity for work in a way that will allow 
them to approximate the standard of living they enjoyed 
before their disability. 


Mechanisms for Preserving Real Pensions 


In conclusion we have discuss the preservation of real 
pensions. The only pension system acceptable to society 
is one under which the initially established pension 
retains its purchasing power throughout the beneficiary’s 
remaining years. Hungary was the first socialist country 
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to introduce, in 1971, a dynamic system that increased 
all pensions by 2 percent each year. Only 15 other 
countries besides Hungary had similar provisions at that 
time. 


When the mechanism for preserving real pensions was 
introduced, the 2-percent annual increase kept pace 
with, or at least approximated, the rise of the consumer 
price level. Since then, however, the minimal amounts of 
the annual increase have had to be raised constantly, and 
adjustments have had to be made for the increases in the 
prices of various commodities. Although all this has led 
to rising expenditures on pensions, it has not been able to 
preserve the purchasing power of pensions. The rate of 
inflation has accelerated so much in recent years that the 
amounts spent on maintaining pensions have been far 
from adequate to cover the pensioners’ rising expenses. 
The 10- to 15-percent rise in consumer prices in recent 
years is halving the purchasing power of pensions every 
5 or 6 years. In other words, pensions are not keeping 
pace at all with the changes in the cost of living. The 
erosion of purchasing power is the greatest in the case of 
above-average pensions. Pensions are not fulfilling their 
intended function of replacing wages and ensuring for 
the pensioner and his family approximately the same 
standard of living as at the time when the pension claim 
was approved. As they become older and their health 
deteriorates, pensioners are finding themselves in an 
increasingly hopeless situation, just when they are 
unable to earn extra income to supplement their pen- 
sions. 


The measures introduced to maintain pensions have not 
proved effective enough, for the following reasons: 


—The employed methods have been chosen inconsis- 
tently. 


—The effects of price increases have not been offset 
completely even in the case of below-average pensions. 


—The length of services on the basis of which the 
pensions were computed has been disregarded. 


—Pensioners receiving above-average pensions have 
been discriminated against, as if they had been 
awarded pensions undeservingly, and not because they 
gave society more during their active lives. 


—The annually decided measures have been based 
almost exclusively on fiscal considerations. 


The pensioners’ economic security could be ensured only 
if the level of their initially calculated pensions were to 
keep pace with the workers’ nominal wages. Until that 
becomes possible, it is reasonable to expect that pensions 
keep pace at least with the consumer price index. 


Pensioners, too, are able to buy goods only at their 
increased prices. Thus the forints the pensioners spend 
add to the revenue and profits of the state, cooperatives 
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and domestic-trade organizations. Therefore it would be 
reasonable to return a part of this additional revenue to 
the pensioners; in other words, to spend it on the 
maintenance of pensions. 


Life goes ahead and cannot be relived. Even according to 
optimistic forecasts, the favorable effects of the reform 
that is being prepared will be felt only by the end of the 
millennium at the earliest. Which means that the over- 
whelming majority of the pensioners will not live to see 
those effects. It is intolerable to let the cemetery solve the 
pensioner problem. Therefore the question of reforming 
the mechanism for preserving real pensions, in a way 
that will retain this mechanism also for the long term, is 
not negotiable. Social consensus must be established also 
with pensioners; they account for a quarter of the coun- 
try’s total population, and for a third of its adult popu- 
lation. 


Social Welfare Payments Inadequate 
25000140 Budapest NEPSZAVA in Hungarian 
24 Feb 89 p 3 


[Article by Maria Lukacs: “It Is Not Being Poor That Is 
a Shame”’} 


[Text] It long remained a subject we did not discuss. We 
were ashamed that there was also poverty in a society 
that called itself socialist. We were able to act this way as 
long a3 poverty remained a sporadic phenomenon. We 
could do so until the number of poor people began to 
increase parallel with the spreading of glasnost. Until 
dissatisfaction or despair, depending on one’s tempera- 
ment, surfaced with overwhelming force in response to 
the series of measures reducing the standard of living, to 
the price increase that were not offset by raises or were 
offset only partially. 


Thus it certainly can be said that the economic security, 
of which we were justly proud for decades, has become 
shaky. Significant groups and strata fear tomorrow, 
anxiously counting the days and worrying whether their 
meager funds will hold out until the next payday or 
pension check. And when they feel that their situation is 
hopeless, they turn to the council or the trade union 
committee for assistance, sullenly and with a sense of 
shame, to alleviate somewhat at least their acute prob- 
lems. 


Indispensable for the Time Being 


Assistance is by no means an ideal manifestation of 
social welfare, but it is indispensable for the time being. 
In its total amount and extent, welfare assistance is far 
more significant than one would think. Therefore let us 
do a brief calculation. The most noteworthy is regular 
welfare assistance. As of 1 January 1989, its upper 
limit—including the 360-forint increase that applies also 
here—is 3,140 forints a month for persons under 70, and 
3,500 forints a month for persons over 70. In May, these 
amounts can be expected to increase by at least 100 
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forints. About 50,000 persons are receiving such regular 
welfare assistance. Then we have so-called central wel- 
fare assistance, regular welfare assistance or pensions for 
the blind, assistance for persons on compulsory military 
service or for their dependents, assistance for reservists 
of military age, and cash payments to war veterans. 


The most common among the ad hoc forms of assistance 
is emergency welfare assistance for persons who tempo- 
rarily find themselves in a difficult situation. It may be 
granted to an applicant up to six times a year, and 
usually up to the upper limit of regular welfare assis- 
tance. About 350,000 persons received such assistance in 
1988, in a total of 600,000 instances. The average 
amount of emergency welfare assistance was 1,500 
forints per instance. And briefly the other forms of 
welfare assistance: death grants, free meals, relief for 
victims of natural disasters, rent subsidies, and medical 
care. All this affects at least 0.5 million people. 


Child and youth welfare is a separate category, with 
about 250,000 clients who received exceptional assis- 
tance as wards of the state, regular educational assis- 
tance, or one-time assistance for former wards of the 
state who are starting out on their own. Last year’s 
welfare assistance fund, 2.2 billion forints, is to increase 
by 900 million, to 3.1 billion forints this year. Thanks to 
the councils, however, the total is certain to be higher. 


This total is by no means negligible. But even so the 
question is raised repeatedly as to whether it would not 
be possible to make welfare assistance normative, to 
convert it into aid that anyone could claim as a social 
entitlement. To spare a person the indignity of having to 
apply for assistance, and to provide also for those who 
are loath to apply. If this were merely a question of 
deciding, it would probably have been done long ago. 
Merely to raise to the subsistence level the regular 
welfare assistance that welfare clients are getting would 
require 700 million forints more. And if we were to try to 
raise all pensions at least to the subsistence level, that 
today would immediately mean an additional expendi- 
ture of 10 billion forints for the social security system, 
and the funds for that are just not available. That is why 
the minimum pensions claimed by beneficiaries in their 
own right, and the minimum pensions for widows, 
simply cannot be raised to the subsistence level. 


A Dignified Way Also Possible 


To tell the truth, today 10 percent of the citizens of 
retirement age have no income whatsoever. What can be 
done to help them? They [should be given] welfare 
assistance, regularly or on an ad hoc basis. Even though 
social workers know that welfare assistance is not good 
because welfare clients are embarrassed about getting it: 
It is considered a shame to be poor. The task therefore is 
to provide assistance in as dignified a way as possible in 
order to spare the feeloings of the welfare clients. The 
fact is that the council which approves applications for 
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welfare assistance is acting in its capacity as a public 
authority, and therefore needs guidelines defining who 
may be given assistance and who may not. 


And because council officials are overburdened by hav- 
ing to comply with the guidelines, they may easily 
become impatient and indifferent. Therefore it would te 
worthwhile to rely on volunteer caseworkers as much as 
possible, in everything from investigating a client’s back- 
ground to awarding assistance. To alert the community 
to the problems, and also to include everyone with a 
social conscience, whatever his or her ideology, in their 
solution: as volunteers providing home care or delivering 
meals, all of which can be done also in a very civilized 
manner. 


A gap-free signaling system through whose safety net no 
problem can slip through is perhaps not impossible. It is 
not impossible if we can rely on the district physician, 
the local parish priest, the schoolteacher, the guidance 
counselor, the social worker for disturbed children, the 
one for alcoholics, the out-patient clinic for the treat- 
ment of drug addicts, and the district nurse. Just imagine 
what it means to have over 5,000 college-trained welfare 
officers in Hungary, and 400 social workers assigned to 
helping Gypsy families. Let us hope that they are truly 
effective: people accepted with trust everywhere they go. 
And then there are the cultural centers, which could 
likewise signal problems. They could assume responsi- 
bility for all welfare cases in their area, whether the 
problem involves children or alcoholics. And they could 
apply the only redeeming basic principle: that the family 
as the background must always be considered, so that it 
may retain or regain its original function, and that the 
development of irreparable situations must be pre- 
vented. 


This is the more important because there are still gaps in 
the system of institutions. For instance, there is no 
temporary refuge for battered wives. And why could 
there not be two or three rooms set aside in every district 
to provide temporary shelter for the homeless? Some- 
thing similar is needed also for the person with social- 
adjustment problems and nowhere to go after detoxifi- 
cation, only back to his old surroundings where he is 
unable to gain a foothold and will merely slide back into 
his personal hell. Or what future awaits a ward of the 
state when he ceases to be one? True, the amount of 
One-time assistance for former wards of the state has 
been increased, to give them a better chance of creating 
a modest existence for themselves. We are talking about 
between 2,000 and 2,400 children a year, children who 
were not born criminals but whom circumstances could 
easily turn to crime. 


Of course, we are unabie to remedy all misery. But we 
can concentrate on the essential, on groups, and single 
out the individuals whose situation is about to become 
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socially intolerable. We are unable to support all fami- 
lies. But we must be on the lookout for the elderly living 
alone, for those unable to care for themselves, and for the 
socially overburdened family coping with a retarded 
child or a helpless oldster. 


The Ministry of Social Welfare and Health is considering 
the introduction of an allowance for the home-nursing of 
the chronically ill or the severely handicapped. This 
would be similar to the present child-care allowance, and 
the time spent in home-nursing would count toward 
qualifying for a pension. Such an allowance would cor- 
rect a dysfunction that now exists: institutional care does 
not cost the family a single penny, but costs the state that 
much more, while the person who undertakes this mis- 
sion at home does not get anything. Yet, home-nursing is 
the more valuable and the more humane procedure. If 
the council were able to calculate costs, and if it were 
required to pay for the patient’s care, then it would have 
an alternative on which to spend its money. 


Without Applying (Begging) 


It appears that we will be unable for some time yet to 
abolish the various forms of welfare assistance and to 
substitute better solutions in their place. Poverty must be 
alleviated, through welfare assistance when no better 
way is available. But speaking of poverty, we cannot help 
but bring up the question of the prices of prescription 
drugs. Assistance to offset the cost of pharmaceuticals is 
no solution, because it could make uncertain and delay 
their procurement. It is not a solution even if there are 
four kinds of assistance available to the needy: 


—The social security emergency fund which has been 
increased from 25 million forints last year to 36 
million this year. 


—Ad hoc emergency welfare assistance from the council, 
available six times a year, or in one larger sum in the 
case of unforeseen expenses due to acute illness. The 
regulations have been amended to expedite such assis- 
tance: the question of whether the applicant has a 
relative responsible for his or her support will no 
longer be examined, and it can be clarified later. 


—Exceptional pension increases, granted to 50,000 per- 
sons last year and totaling 180 million forints, mostly 
to offset the prices of pharmaceuticals. 


—The supply of pharmaceuticals free of charge, cur- 
rently to 200,000 patients. 


Obviously, the expansion of this last program would be 
the real solution. It would exclude the cumbersome and 
demeaning procedure of applying for, and granting, 
welfare assistance. This, too, would be a step toward 
claiming aid as a social entitlement. As we have learned, 
there are plans to broaden participation in this program 
and to include in it the needy elderly, and the heads of 
families raising a severely handicapped child. But this 
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would mean a burden of 310 million forints for the state 
budget, instead of the 86 million forints at present. The 
difference is 224 million forints, of which the 100 
million forints earmarked for assistance to pay for phar- 
maceuticals is available, but the rest would have to come 
from the state budget’s reserve. 


If something is feasible, then it ought to be done. For it 
is true that the oft-mentioned welfare safety net does 
exist, albeit with gaps. In the long term, however, welfare 
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assistance will have to be replaced with aid claimed as a 
social entitlement. As a right for which one does not have 
to apply or beg on each occasion, with a sense of shame 
for something of which others ought to be ashamed. And 
it is not even necessary to invent a way to do this: The 
regular welfare assistance that 50,000 citizens are now 
receiving already contains elements of social entitle- 
ment, and it could be the basis for further development. 
For gradually restoring the economic security that has 
become shaky. 
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